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Financial Highlights
As of and for the Year Ended December 31,

(Dollars in thousands) 2006 2005

Income Statement Data

Net interest income before provision for credit losses $ 55,517 $ 44,630
Provision for credit losses (2,341) {1,490)
Net interest income after provision for credit losses $ 53,176 $ 43,140

Balance Sheet Data

Total assers $ 2,156,548 $ 2,079,388
Deposits $ 1,345,681 $ 1,124,044
Total shareholders’ equity $ 107,753 $ 180,728

1) Total shareholders' equity at December 31, 2005, assuming, the cender offer which closed on January 23, 2006 had been completed, was $101,227.
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Guy A. Gibson
Founder and Chairiman of the Board
of United Wistern Bancorp, Inc. (lefi)
Scor T. Werzel

President and Chief Exeeutive Officer of United Western Bancorp, Ine., and
Chairman of the Board of Direccors. President and Chief Execuesive Officer
of United Western Bank (right)

To Our Valued Shareholders
1o the United Western Family — our shareholders,

employees, customers, and friends in the communities we serve:

20006 was an outstanding year for United Western Bancorp, Inc.
on almost every front, Ir was a time when vision, strategy, encrgy,
and basic hard work — combined with certain factors outside our
control — worked significantly in the company’s favor.

Among those facrots were a more-rapid-than-anticipared
consolidation of the banking industry in Colorado, regulacory
agency changes in asset concentration requirements for local
competitor banks that forced them to shed real estate loans and
turn away good customers, and — especially important — a supply
of exceptionally ralented veteran bankers looking to be part of

building something special in Colorado’s banking industry.

Execution, Execution, Execution

In late 2005 your company undertook a major realignment of
its organizational scructure and business plan from wholesale
banking (consumer mortgage origination, servicing, and trading)
to community banking {primarily lending 1o, and gathering
deposits from, smali businesses and the real estate construction
industry along Colorado’s Front Range).

The philosophy behind the change was simple: when a loan
in the company’s mortgage portfolio paid off, the funds would be
redeployed in a community bank loan that would expand our net
interest margin. Qur community bank loans are generally origi-
nated at the prime rate on a floaring basis and provide us with a
margin that is almast double that of the average moregage loan
in our portfelio. Over time, our new business plan contemplates
changing the composition of the balance sheet to be predomi-

nantly community bank loan and depesit based, and ultimately

providing our shareholders a significandy better return on assets
and equity.

In order 1o accomptish this goal of fully transitioning the
company to community banking over the course of the next five
years, it was necessary to execute certain critical actions in our

business plan in 2006.

Building a Brand and a Culture
Qur organization required a new identity, separate from the
wholesale identity of our predecessor business, to more accurately
reflect our new community banking business plan. Our new
brand revolves around a culture driven by the mission statement
you sce on the inside front cover of this report.

At our 2006 annual meeting, shareholders voted to approve
a new name and logo for our company, which we officially
adopred in the third quarter of 2006. Our new name and
logo have already gained significant awareness with our
targeted customer base and in che overall business community
along Colorado’s Front Range. In 2007 we will focus our brand-
building efforcs on advertising and marketing images char reflect

the way we inrend to grow our community bank.

Focusing on Our Core Business

In 2006 we divested three non-core subsidiaries whose risk profile
and return on investment were not in line with rthose contem-
plated in the core community banking business plan. Matrix

Bancorp Trading, our mortgage trading subsidiary, was divested in
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business that financed charter schools and
provided charter school accounting and
business administration services, as well as facilities planning
services. Finally, in March we divested MTXC Realty, a property
management and real estate disposition services business that
primarily engaged in managing and selling troubled residential
real estate assets.

One of our largest subsidiaries is Sterling Trust, located
in Waco, Texas. Sterling is one of the nation’s largest nondis-
cretionary crust administrators, whose principal business is the
administration of self-directed individual retirement accounts,
The company had custody of almost $4 billion in assets as of
December 31, 2006, We deem the operations of Sterling to be core
to our business planning going forward, and, as noted below, we

wete very pleased with the results the company generated in 2006.

Unlocking Intrinsic Value
Our 2006 business plan included three strategies designed o
address undervalued assets on our balance sheer.

First, sell aur headquarters rower located in central downtown
Dlenver and enter into a sale-leaseback transaction for our required
office space. On September 30, we sold our tower headquarters
location for $27.25 million, for an $11.5 million economic gain.
This $11.5 million gain will be reflected in book value as an offset
to our rental expense, realized equally each year, over the ten-year
life of our new lease.

Second, deploy our $50 million New Marker Tax Credit
allocation. In 2006, we fully monetized our tax credits by origi-

nating qualified equity investments and deployed funds in nine
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1o our book value per share.

Third, execute a put option on our
ownership stake in a business the company previously divested.
In November, we execurted a put option on our ownership interest
in Matrix Asset Management, LLC, which generated an afrer-rax

gain on sale for the company of $1.7 million.

Building a Community Bank from the Ground Up
People are our culture, and we are proud to report that in 2006
we hired an outstanding team 1o lead your company. Five veteran
regional presidents and other professionals, who average 20 years
of banking experience in Colorado in the markets they serve, plus
their respective reams of senior and junior lenders, plus support
staff, were all hired by the end of the second quarter of 2006.

Additionally, we recruited one of Colorade’s most prom-
inent credit executives 1o oversee credit underwriting and admin-
istration, as well as junior underwriters, portfolio management
staff, and loan adminiscration and review staff. We also added a
senior executive o lead our central construction lean adminis-
tration group, plus new heads of consumer banking, treasury
management, loan and deposit operations, compliance, and
technology.

In all, in the first six months of 2006 we added almost 150
people to the United Western team. These individuals, however,
were not net additions o our staff, for the divestitures we made in
2006, coupled with restructuring efforts on the part of executive
management, actually reduced the overall number of employees
in our company and focused our staffing on the community
banking business. Two factors have contributed to our abiliry ro

attract these high-caliber bankers:
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Chersry Creek

First and foremost, we made them owners of the company.
We adopted targeted ownership guidelines for our senior bankers
and management, to be achieved over time through their direct
purchase of our stock, and through equity incentive granes by the
company, which align their incerest in the successful execution
of our business plan with that of all of our shareholders. We will
continue to use equity to attract and retain employees.

Mareover, we have benefited from the fact that community
banks in Colorado have systematically been acquired since 1995,
when branch banking was finally allowed in the state. In just the
last year, for example, five of our lacal competitors have been
acquired by large, publicly traded banks. This censolidation has
enabled us to attrace top banking talent who do not wish te work
for large conglomerates, but rather wanc to be part of building
Colorado’s best community bank from the ground up.

Our infrastructure, too, is important, and consistent with
our belief thar additional bank locations are essential to gathering
community bank deposits from local markets, we anticipate
opening one new regional bank in a high-growth marker in
Colorado’s Front Range every six months, unril we achieve five to
ten new bank locations in total. In 2006, we added to our existing
central Denver headquarters two new offices, one in Boulder, the
other in Cherry Creck. [n 2007, we expect 10 open offices in the
Denver Tech Center and in Fort Collins.

In 2008, we plan to add a location in Longment, which is
located approximately halfway between Fort Collins and Boulder.
The wams for all of these bank locations, with the exception of
Longmont, were hired in 2006 and have been working eut of our
Denver headquarters. The business they generated last year will
follow them to their new bank facilities, whose style and design
reflect our belief that banks should be pillats of the communities
they serve, and that they should look like banks — not coffee shops,

retail stores, or in-line strip centers.

Tech Center

Results
In 2006 United Western Bancotp, Inc. reported net income
of $11.7 million, or $1.50 per diluted share, compared o $1.6
million, or $0.22 cents per diluted share, in 2005. Certain one-
time expenses and revenues affected the company’s performance
in both 2005 and 2006, making a comparison of core operating
profits difficult. Moreover, whereas in 2005 core operations were
driven by a wholesale banking business plan, in 2006 they were
driven by our new communiry banking business plan, including
our strategy to execute certain transactions designed to enhance
shareholder value.

The most impertant near-term measurement of our progress
is, we believe, the company’s net interest margin, which grew 30
basis points from December 31, 2005 to December 31, 2006.
After spending the first six months of 2006 hiring a team
of veteran bankers, we generated new community bank loan
production of over $210 million — more than 30% above our
target 2006 loan originarion goal of $160 mitlion — growing total
community bank loans by approximately 75% to over $400
million, Furthermeore, we grew total deposits by almost 20% - or
$241 million — 60% over our stated 2006 goal of $150 million.
This new loan and deposit business generation directly affected
our net interest margin, and is proving out our plan to convert our
balance sheet o a higher-yielding community banking business.

Anather significant measure of our progress is asset qualiry.
Under the leadership of our senior credit administrator, we re-
duced our nonperforming loans by 53% in the fourth quarter of
2006 to $8.4 million. Of the total remaining nonperformers,
$1.5 million represent SBA-guaranteed loans, and $1 million are
tradirional community bank loans. The remaining nenperforming
loans are artributable co our legacy single-family loan portfolio,

and are comprised of geographically diverse, lower-balance loans.
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Sterling Trust also experienced an exceptional year, growing
total accounts to almost 51,000, the highest in its history. Total
deposits generated from this subsidiary swept o Unired Western
Bank climbed to $372 million in 2006, an increase of 29%, or
%84 million, over 2005, We believe that Sterling Trust has
excellent growth prospects and represents a valuable asser for our
organiiation.

In short, the financial results of 2006 reflect significant mo-
mentum toward our goal of creating Colorado’s best community
banking company. In furure financial reporting periods, we will
strive to expand the level of financial detail an our core business

so shareholders car closely follow our continuing progress.

Capital Strategy
In keeping with our belief that our stock is significantly under-
valued, the board of directors on November 9, 2006, authorized
the repurchase of up to 5% of the company’s stock. To date, the
company has repurchased 300,000 shares, or approximately 4%
of the ourstanding total, at a weighted average price per share of
$19.50. [t is possible that the board will authorize additional share
repurchase programs depending on our financial performance
and the execution of our business plan, the availability of capital,
our liquidity needs and the trading price of our stock.
Additionally, on February 13, 2007, we initiated a dividend
of $0.06 per share, which the board contemplates continuing on
a quarterly basis; however, board approval of fucure dividends will
depend on a number of factors including our future earnings,
capital requirements, financial condition and future prospects
and such other factors as our board may deem relevant. This
points to our excess capital, and the board’s interest in enabling
shareholders o participate on a current basis in the company’s

financial performance.

Corporate Governance
In 2006 we expanded the scope of our corporate governance, adding

new independent directors to the boards of Unired Western Bancorp,
Inc. and Uniced Western Bank. On August 10, 2006, Jeffrey R. Leeds
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joined the board of United Western Bancorp, Inc., as an independent

disector, financial expert and member of the audit, compensation, and

the nomination/governance committees. Jeff was previously the Chief
Financial Officer of GreenPoint Financial, and prior to that was the
head of risk for Chemical Bank.

Additionally, on August 29, 2006, Bernard “Bruno” Darré
joined the board of United Western Bank. A principal of Bow
River Capital, a Denver-based private equity fund, Brune brings
a deep network of business contacts and local banking market
knowledge to our board. Previously, Bruno served on the

Colorado board of directors for Compass Bank.

In Closing

In addition to thanking our shareholders for cheir continuing
support, we wish to thank our employees, the heart and soul of
out culture and business, for their grassroots participation in the
creation of a great Colorade banking company. Their dedication
to our shared vision has already manifested itself in our financial
performance and in one short year has set our organization apart ,
from its Colorade competitors,

Those of you who have not yet visited one of our banking
offices are encouraged to do so, for the vibrancy and enthusiasm
that are artracting more customers cannot be adequately
described, but must be experienced. United Western Bancorp,
Inc. is a truly enjoyable place to work, and we will continue ro
remember that it is this special employee-centric environment

that is driving OUT SUCCESS.

Sincerely,

N O E

Guy A. Gibson Scot T. Wetzel
Chairman of the Board President and
Chief Executive Officer
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PART 1
Item 1. Business
United Western Bancorp, Inc.

General. United Western Bancorp, Inc., hcadquartered in Denver, Colorado, is a unitary thrift holding
company. The words “United Western: Bancorp,” “us,” “we,” or the “Company” refer to United Western Bancorp, Inc.
and its wholly-owned subsidiaries, unless we md:cate otherwise, Through our principal subsidiary, United Western
Bank, we arc focused on developing our community-based banking network by strategically positioning branch
locations across Colorado’s Front Range market. This area spans the Eastern slope of Colorado’s Rocky Mountains —
from Pueblo to Fort Collins, and includes the metropolitan Denver marketplace. As of December 31, 2006, we had two
open locations in the metropolitan Denver marketplace (downtown Denver and Boulder). In January 2007 we opened a
third branch in the Cherry Creek area of Denver. We have also opened a community bank loan production office in Fort
Collins and are building a permanent facility near that location. We are already executing our plans to open a bank
branch in ¢ach of the Denver Tech Center and Longmont late in 2007 and in 2008, respectively. United Western Bank
plans to grow its network to an estimated five to ten community bank locations over the next three to five years.

United Western Bancorp, Inc. was incorporated in Colorado in June 1993. Until September 9, 2006, we were
known as “Matrix Bancorp, Inc.” The trading symbol for our common stock on the NASDAQ Global Market is
C‘UWBK "

Establishment of Community Banking [dentity

Until December. 9; 2005, the Company operated as a specialized wholesale bank with a clear de-emphasis on
community banking operations or assets. On that date, we began the process of implementing our new business
strategy, including the development of a branch network within the Colorado Front Range market and the building of a
community bank balance sheet of bank loan and deposit products. The first step in this process was for the Company to
complete a private offering of 5,120,000 shares of our common stock at $19.00 per share. In the private offering, we
raised aggregate gross proceeds of $97 million, less placement agent fee and other costs of $10 million. The net funds
raised in the private placement were then used to conduct an issuer tender. offer to purchase previously outstanding
shares of our common stock at $19.00 per share. By January 23, 2006, the Company had completed the tender offer,
repurchasing 4,184,277 common shares for $79.5 million. After the tender offer, we had 7,556,573 shares of commen
stock outstanding. The purpose of the issuer tender offer was to reduce the insider ownership and ultlmately Increase
the market float of our common stock. .

Concurrently with the completion of the brivate offering, our former Co-Chief Executive Officers resigned
from the Company, and our new executive management team was appointed by our.Board of Directors. Accordingly, in
addition to the costs of the private- offering noted above, we also incurred approximately $7.9 million in expenses for
severance, option buy-outs and other compensation related costs. :

Our new executive management team has significant community banking expertise and extensive knowledge
of, and relationships in, the Colorado Front Range market. Under their direction and leadership, the Company is
implementing our new business strategy, including developing a branch network within such market and building a
balance sheet of traditional community bank loan and deposit products.

Shareholder Value Strateg}es

In addition to their lo;{g term commitment to transition United Western Bank to a traditional community bank
focused on the Colorado Front Range market, managcmcnt executed a series of sharcholder value enhancement
strategies durmg 2006 including followmg

¢ During the year, we earned fees of approximately $2.2 million for outright monetization of the $45 million
of New Market Tax Credits awarded to the Company in 2004 and we deployed approximately $21 mllllOn
of such credits into Unitéd Western Bank.




e During the quarter ended September 30, 2006, we sold the United Western Financial Center, a high-rise
office tower located in downtown Denver, Colorado, for cash to a third party. We realized a net deferred
cconomic gain of $11.2 million on this sale. Concurrently with the sale, we leased back office space in the
building for a 10 year period. In accordance with FASB Statement No. 98, the Company will recognize
the gain over the 10-year term of the lease at an anticipated rate of approximately $1.1 million annually, as
a reduction in lease expense. This $1.1 million annual deferred gain amortization is substantially offset by
the rental income that was previously earned by Matrix Tower Holdings, LLC. Therefore, although the
building was sold and rental receipts will no longer be reflected in future periods, the impact on future
operating results is positive.

o In the fourth quarter 2006, we realized a gain of $2.7 million from the exercise of our put optlon with
respect to our remaining 25% ownership interest in Matrix Asset Management LLC.

e During the first half of 2006, we divested certain non-core subsidiaries, including a sale of the assets of
Matrix Bancorp Trading, from which we realized a gain included in income from discontinued operations
of $3.9 million, and MTXC Realty, from which we realized a gain included in gain on sale of asscts of
$100,000, and the sale of ABS School Services, LLC, from which we realized a loss included in income
from discontinued operations of $1 million. '

Business Strategy

As previously noted, our management team is currently directing the conversion of our wholesale banking
operations to a traditional community bank business, In that process, however, we are capitalizing on portions of our
existing infrastructure including our institutional deposit base and runoff from existing wholesale assets to fund the
expansion into community branch banking. Our objective is to increase shareholder and franchisc value by:
(i) expanding our community banking and lending activities through the recruitment of experienced community bankers
who are knowledgeable and well-known in the Colorado Front Range market, (ii) the development of a branch network
within such market, and (iii) the building of a balance sheet consisting of tradmonally ongmated loan and depos:t
products. '

Over the next several years, through the efforts of the Board of Directors, management and our employees, we
expect United Western Bank to become more of a traditional community bank. We plan to develop a service-oriented,
responsive, energetic, business bank that serves the community in which our management team and employees work and
live. Our focus, which historically was transactional and institutional, has changed and now emphasizes local banking
relationships. We plan to open new locations approximately every six months until we have opened at least five and as
many as 10 locations.

Management has focused the Company on building a brand name, maintaining strong assct quality through
stringent underwriting standards, limiting interest rate risk through the origination of shorter-term and adjustable rate
assets, and exploring other means to enhance our sharcholders’ value. Management will also continue to evaluate our
business operations and performance and may consider the sale of other non-core business lines, operanons or assets if
they believe that such sales are in our best mterests or would enhance shareholder value.

The Subsidiaries v ’ , Lo . ‘ s
Our core business operations are conducted through operating subsidiaries as described below,

United Western Bank. United Western Bank (“United Western Bank” or the “Bank”) is a federal savings bank
that originates commercial real estate, commercial, residential and commercial construction and development,
multifamily, single tenant and consumer loans. Within certain of these loan types, the Bank also originates Small
Business Administration loans under section 7(a) of the Small Business Act (“7(a) loans™) and section 504 of the Small
Business [nvestment Act (504 loans™) and loans through the utilization of New Market Tax Credits. United Western
Bank also offers personal and business depository banking, as well as'trust and treasury services.

. 1 )

In 2002, a subsidiary of United Western Bank, Matrix Tower Holdmgs LLC, purchased a high rise building in
downtown Denver to be the headquarters building of the Bank and the Company In September 2006, Matrix Tower
Holdings sold the building but the Company and the Bank have leased back space in the building, which remains theit
headquarters today. See the discussion above in “Sharcholder Value Strategies.”
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At December 31, 2006, United Western Bank had total assets of $2.14 billion, deposits including custodial
escrow balances of $1.41 billion, community bank loans of $401 million, and capital of $147 million, The Bank’s
deposit base consists of the nonintcrest-bearing custodial escrow deposits related to the residential mortgage loan
portfolio. serviced by Matrix Financial Services Corporation, the interest-bearing NOW and moncy market accounts
administered by Sterling Trust Company and the deposits resulting from transactions in which United Western Bank acts
as the clearing bank for clients of a former joint venturc partner, Matrix Settlement and Clearance Services, LLC now
known as MG Colorado Holdings, Inc. These deposits, as well as other institutional deposits comprise $1.27 billion of
the total deposits at the Bank.

Sterling Trust Company. Sterling Trust Company (*“Sterling”) headquartered in Waco, Texas, is a Texas non-
bank trust company specializing in the administration of self-directed individual retirement accounts, qualified business
retirement plans and custodial and directed trust accounts. As of December 31, 2006, Sterling administered
approximately 50,600 accounts, with assets under administration of approximately $3.8 billion. As of December 31,
2006, approximately $370 million of the $3.8 billion represented deposits held at United Western Bank.

Matrix Financial Services Corporation. Matrix Financial Services Corporation (“Matrix Financial”), a
wholly-ocwned subsidiary of United Western Bank, services, through a third party subservicer, acquired mortgage
scrvicing rights on a nationwide basis through purchases in the secondary market and retention of originated mortgage
servicing rights. As of December 31, 2006, Matrix. Financial was responsible for servicing approximately 23,700
borrower accounts representing $1,32 billion in principal balances. As a servicer of mortgage loans, Matrix Financial
generally is required to establish custodial escrow accounts for the deposit of borrowers® payments. These custodial
accounts are maintained at United Western Bank, At December 31, 2006, the custodial escrow accounts related to our
servicing portfolio maintained at United Western Bank were $24.1 million. Currently, there are no plans to expand the
operations of Matrix Financial.

First Matrix Investment Services Corp. First Matrix Investment Services Corp., (“First Matrix™), is registered
with the National Association of Securities Dealers (“NASD’"} as a fully disclosed broker-dealer, with its headquarters in
Denver, Colorado.  First Matrix brokers the sale of fixed income securities to institutional clients and focuses on the
acquisition, brokering, securitization and sale of SBA loans and loan pools and interest only strips associated with the
SBA loans and loan pools. SBA loans are acquired by United Western Bank through the brokerage activities of First
Matrix. :

Please see Note 26 to the consolidated financial statements for further financial information about our
segments.

Lending Activities

General. United Western Bank’s lending activitics arc principally comprised of originated community bank
loans and purchased wholesale loans. Community bank loans consist of commercial real estate, residential and
commercial construction and development, commercial and consumer. Commercial real estate loans are also originated
by the Bank’s SBA division, which originates conventional 504 loans and 7(a) loans. In addition, United Western Bank
is the 99.99% owner of two operating subsidiaries, Community Development Funding I, LLC and Charter Facilities
Funding IV, LLC, respectively. These two limited liability companies have originated loans under the New Market Tax
Credit program discussed below. Purchased wholesale loans consist principally of single-family mortgage loans, which
the Company has not purchased since September 2005, and purchased guaranteed portions of SBA 7(a) loans, of which
the Company purchased less than $2 million in 2006, '

The majority of the loans the Bank originates are variable rate and generally fluctuate with the prime rate as
published in the Wall Street Journal or with LIBOR. The Bank also will make some fixed rate loans. The pricing of its
lean products is impacted by the competitive environment in which the Bank operates.

. i ) ' ' . i . .

United Western Bank manages the risks of its community bank lending in a number of ways. First, loan
approvals are stepped by size to committees and ultimately to the board of directors of the Bank. Business development
and underwriting are separate business functions; and loan policies set exposurc and concentration limits by borrower,
loan type, and geographic area. Loan policies give specific direction on loan types. See additional discussion of risk
management related to lending activities at Item 7. “Management’s Discussion and Analysis of Financial Condition and
Results of Operations- Loan Portfolio”, “Asset Quality” and “Allowance for Credit Losses” in this report.

. . : b
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Community Bank Lending

Commercial Real Estate Lending. United Western Bank originates commercial real estate loans that are
generally secured by one or more of the following kinds of properties: multifamily residential property, owner and non-
owner occupied commercial and industrial property, and single tenant property. These loans also include SBA 504
loans and 7(a) loans. The loans are gencrally made at variable rates that change daily or quarterly based on changes in
the prime rate or LIBOR, although some are made at fixed rates. Terms of up to 25 years are offered primarily on SBA
loans, but most leans are structured with a balloon payment at the end of approximately five years or amortize over a
period of up to 10 years. In deciding whether to make a commercial real estate loan, the Bank considers, among other
things, the experience and qualifications of the borrower as well as the value and anticipated cash flow of the underlying
property.  Some additional factors considered arc net operating income of the property before debt service and
depreciation, the debt service coverage ratio (the ratio of the property’s free cash flow to debt service requirements), the
ratio of the loan amount to the appraised value and cost, and the recourse to the overall creditworthiness of the
prospective borrower. The Bank’s commercial real estate loans typically range in size from $100,000 to $15 million,
which is below the Bank’s legal lending limit of approximately $23 million.

Commercial real cstate lending typically involves higher principal amounts than certain other types of loans and
the repayment of the loans generally is dependent, in large part, on the successful operations of the property
collateralizing the loan or the business conducted on the property collateralizing the loan. These loans may therefore be
more adversely affected by conditions in the real cstate markets or in the economy in general. For example, if the cash
flow from the borrower’s project is reduced due to leases not being obtained or renewed, the borrower’s ability to repay
the loan may be impaired. In addition, many commercial real estate loans are not fully amortized over the loan period,
but have balloon payments due at maturity. A borrower’s ability to make a balloon payment typically will depend on
being able to either refinance the loan or complete a timely sale of the underlying property.

Residential and Commercial Construction and Development Lending. United Western Bank provides
construction and development loans for the development of tand and vertical construction of condominiums, one-to-four
family, and multifamily residences. Loans are also provided for the development of land and vertical construction for
retail and other commercial purposes. Land development loans share many of the same risks as discussed above with
commercial real estate loans. Construction lending involves additional risks because funds are advanced upon the
security of the project, which is of uncertain value prior to its completion. Because of the uncertainties inherent in
estimating construction costs, as well as the market value of the completed project and the cffects of governmental
regulation of real property, it is relatively difficult to cvaluate accurately the total funds required to complete a project
and the related loan-to-value and loan-to-cost ratios. As a result, construction loans often involve the disburscment of
substantial funds with repayment dependent, in large part, on the success of the completion of the ultimate project and
the ability of the borrower to sell or lease the property or refinance the indebtedness, rather than the ability of the
borrower or guarantor to repay principal and interest. If the appraisal of the value of the completed project proves to be
overstated, the Bank may have inadequate security for the repayment of the loan upon completion of construction of the
project and may incur a loss. Accordingly, the Bank generally requires the personal guaranty of the borrower on
residential and commercial construction and development lending.

Commercial Lending. United Western Bank makes commercial loans to small and middle market businesses.
The borrowers tend to be privately owned and are generally scrvice providers, long-term health care operators,
distributors, and manufacturers. The loan products offered are primarily working capital and term loans and lines of
credit that help customers finance accounts receivable, inventory and cquipment. These loans are typically guaranteed
by the owners of the busincss. The collateral securing commercial loans may depreciate over time, may be difficult to
appraise and may fluctuate in value based on the success of the business. In addition, in'the case of loans secured by
accounts receivable, the availability of funds for the repayment of these loans may be substantially dependent upon the
ability of the borrower to collect the amounts due from its customers. Accordingly, the Bank makes commercial loans
primarily based on the identified cash flow of the borrower and secondarily on the underlying collateral provided by the
borrower. Generally commercial loans are made at variable rates that fluctuate with the prime rate,

Small Business Administration Lending, In May 2006, the Bank’s SBA division was named to participate
nationally in the preferred lenders program {“PLP”) of the United States Small Business Administration. Previously,
United Western Bank was a PLP participant across six designated districts including Colorado, Idaho, Arizona, Texas,
Oregon and Washington. With the clevation to national PLP status, United Western Bank is now able to participate in
the PLP nationally, which encompasses 68 districts spanning 50 states. The Bank originates SBA 504 loans and 7(a)
loans. Under the SBA 504 program, the Bank provides, in conjunction with a Certified Development Company
(“CDC”), a conventional loan collateralized by a first lien on commercial real cstate or equipment. The SBA 504
program provides for an SBA guarantee of debentures issued for up to a maximum of 40% of the eligible project costs,

6




which is subordinated to the primary mortgage originated by the Bank. Under the SBA's 7(a) Program, loans in excess
of $150,000 and up to $2,000,000 are guaranteed 75% by the SBA. Generally, this guaraniee may become invalid only
if the loan does not meet the SBA underwriting, documentation, and servicing guidelines. Loans under $150,000 are
guaranteed 85% by the SBA." SBA 7(a) loans, collateralized by real estate, have terms of up to 25 years, while loans
collateralized by equipment and working capital have terms of up to 10 years and 7 years, respectively. A minimum
down payment of 10% is required on most 7(a) loans, but a larger down payment may be required when the real estate
collateral consists of a special purpose or single use property such as a motel or service station. .

i .
New Market Tax Credits Lending. New Market Tax Credits (“NMTC”) arc awarded under a program
administered by the Community Development Financial Institutions Fund a division of the United States Department of
Treasury. The NMTC Program permits taxpayers/investors to claim a credit against federal income.taxes for each
qualified cquity investment (QEI} made to a designated community development entity. The investor receives a 39% tax
credit over a seven year period, in the amount of 5% in years one through three, and 6% in ycars four through seven. In
2004, United Western Bank acquired $4.914 million tax credits through a $12.6 million qualifying equity investment it
made to a 99.99% owned subsidiary, Community Development Funding I, LLC (“*CDF I""). CDF I used the investment
proceeds to originate loans cligible under the NMTC program through the Bank. On December 30, 2005, the Bank
invested $11.0 million in Charter Facilities Funding IV, LLC, a 99.99% owned subsidiary of the Bank and received tax
credits of $4.29 million. Charter Facilitics Funding 1V, LLC used the mvcstment proceeds to originate loans eligible
under the NMTC program through the Bank On December 26, 2006, the Bank made an additional investment of
$10 million to Charter Facilities Funding 1V, LLC, making the Bank eligible for an addltlonal‘$3.9 million of tax credits.
The additional investment proceeds are being used to make eligible NMTC loans through the Bank. At December 31,
2006, the Bank has $25.8 million of New Market Tax Credits loans outstanding and is required to make additional New
Market Tax Credit loans of $2.8 million prior to December 2007 to aveid tax credit recapture. New Market Tax Credit
loans are generally commercial real estate loans in designated community development areas (low-income areas) made
in accordance with the Bank’s and community development entittes’ lending policies and in accordance with the rules of
the New Market Tax Credit program. These loans arc gencrally fixed rate and gencrally there is a concession in the rate
as compared to the remainder of the Bank’s general toan portfolio. The loans also have longer terms, often 25 to 27
years, with an initial period of seven years interest only followed by amortization to maturity. These loans are included
with commercial real estate loans in our tables and financial statements and the underlying collateral is commermal

property.

Consumer Lending. The Bank’s consumer lending portfolio is primarily focused on home equity lines of
credit and to a limited extent, credit card, auto, and unsccured consumer loans. Home cquity lines of credit are generally
extended up to 80% of the appraised value of the property, less existing liens, generally at variable interest rates based
on prime, The Federal Reserve Board Target Rate for overnight borrowings, or LIBOR. The Bank uses the same
underwriting standards for home equity lines of credit as it uses for residential real estate loans. Consumer loans
typically have shorter terms and lower balances with higher yields as compared to residential real estate loans, but
generally carry higher risks of default. Consumer loan collections are dependent on the borrower’s continuing financial
stability, and thus, are more likely to be affected by adverse personal circumstances.  Furthermore, the application of
various federal and state laws, including bankruptey and insolvency laws, may limit the amount that can be recovered on
these loans. . !

Wholesale Lending

Single-family Residence Lending. Uniled Western Bank owns approximately $605 million of single-family
residential whole loans. The overwhelming majority of these loans were purchased by the Bank in the secondary
market, a small portion of these loans were originated by Matrix Financial prior to its cxit from the loan production
business in February 2003, and another small portion of these loans represent loans purchased from Matrix Financial’s

servicing portfolio.
2

Prior to our change in business strategy, the Bank regularly reviewed loan portfolios for prospective
acquisition; however, the Bank has not purchased any such loan portfolios since September 2005. These portfolios were
typically first lien priority loans secured primarily by 1-to-4 single-family residential propertics most of which were
adjustable ratc loans. United Western Bank would purchase mortgage loan portfolios from various sellers who had
cither originated the loans or acquired the loan portfolios from others in bulk purchases. United Western Bank would
consider several factots'prior to a purchase, including the product type, the current loan balance, the current interest rate
environment, the seasoning of the mortgage loans, payment histories, geographic location of the underlying collateral,
price, yield, the current liquidity of the Bank and the product mix in its existing mortgage loan portfolio. In addition, the
various sellers were evaluated for their ability to perform under the representations and warranties that would be
provided to the Bank at the time of purchase. !




United Western Bank performed due diligence on each mortgage loan portfolio that it desired to purchase.
These procedures consisted of analyzing all or, in some instances, a representative sample of the mortgage loans in the
portfolio and were typically performed by United Western Bank employees, but occasionally were outsourced to third
party contractors. The underwriter took into account many factors and statistics in analyzing the mortgage loans in the
subject portfolio, including: the general economic conditions in the geographic area or areas in which the underlying
residential properties are located; the loan-to-value ratios and quality of the valuations on the underlying loan collateral;
the payment historics of the borrowers, as well as their income and credit worthiness. In addition, the underwriter
attempted to verify that each sample loan conforms to the standards for loan documentation set by the secondary market
for investment grade mortgages. In cases where a significant portion of the sample loans contained nonconforming
documentation, United Western Bank assessed the additional risk involved in purchasing the loans. This process helped
United Western Bank determine whether the mortgage loan portfolio met its investment criteria and, if it did, the range
of pricing that was appropriate. ’

Purchased SBA Guaranteed Loans. United Western Bank owns approximately $156 million of guaranteed
portions of SBA 7(a) loans that it acquired in the secondary market. The loans are adjustable rate and generally reset
quarterly with changes in the prime rate. The Bank purchases guaranteed portions of SBA loans from various sellers,
typically the originator of the loan who retains the unguaranteed portion and continues to service the loan, However,
from time to time the Bank has purchased guaranteed portions of SBA loans from other market participants.

Historically the Bank pooled these loans as permitted by the SBA into SBA pooled securities through the use of
a fiscal and transfer agent approved by the SBA. The certificates were then sold directly to institutional investors,
achieving legal isolation. The process of securitizing SBA loans into pools of SBA certificates is prescribed by the SBA
and must be followed to maintain the SBA guarantce.

We temporarily suspended this business line in March 2006 through November 2006. In December 2006, we
reentered this business line; however, currently the interest rate yield curve and the price that other participants are
willing to pay to acquirc newly originated loans has limited our ability to purchase a significant amount of loans at levels
that we deem prudent.

Other Activities Related to Lending

Sales of Loans.. United Westerri Bank sells in the secondary market certain of the SBA loans it originates. The
Bank has sold single-family loans either outright or after securitization with a governmental sponsored agency and then
sold the created security. In prior years the Bank also sold multifamily loans. During the year ended December 31,
2006, the Bank sold $8.5 million of single-family loans that primarily were acquired through purchases from its
servicing portfolio. The Bank sold sccurities it created from single-family loans that had been previously purchased in
the secondary market totaling $10.4 million. The Bank sold approximately $12.4 million of originated SBA loans. The
Bank may sell SBA loans from time to time to manage industry exposures, interest rate risk and for current income. The
sale of loans may generate a gain or loss for the Bank. Gains or losses result primarily from two factors. First, the Bank
may make a loan to a borrower at a rate resulting in a price that is higher or lower than it would receive if the Bank had
immediately sold the loan in the secondary market. These price differences occur primarily as a result of competitive
pricing conditions in the market place. Second, gains or losses may result from changes in interest rates that
consequently change the market value of loans originated for sale,

Self-Directed Trust and Custody Activities ’

Self-Directed Trust and Custody Services. The Company"s self-directed trust and custody activities are
provided through Sterling. Trust and custodial activities were also performed at United Western Bank through Aprit 30,
2005, when the trust department of United Western Bank was sold.

Sterling provides administrative services for self-directed individual retirement accounts, qualified businéss
retirement plans and personal custodial accounts, as well as corporate escrow and paying agent services. In addition,
Sterling offers specialized custody and clearing services to investment professionals. These services are marketed on a
nationwide basis to the financial services industry, specifically broker-dealers, registered representatives, financial
planners and advisors, tax professionals, insurance agents and investment product sponsors. The advantage offered by
Sterling is the ability to hold a wide array of publicly traded investments, as well as nonstandard assets and private
placement offerings. '




At December 31, 2006, Sterling had approximately 50,600 accounts with assets under administration of
approximately $3.80 billion. As of December 31, 2006, approximately $370 million of the $3.8 billion represented
deposits held at United Western Bank. .

Sterling does not offer financial planning or advising services, nor does it recommend, sell or solicit any
investments. Sterling acts only as a directed custodian and is not affiliated with any investment. It has always been
Sterling’s mission to keep this independence to ensure that high quality services are offered without any conflicting
interests. Sterling éxecutes no investment transaction without the direction of the account holder or the account holder’s
authorized representative.

During 2002, United Western Bank expanded the variety and depth of its trust services, primarily by partnering
with our former joint venture partner, Matrix Settlement & Clearance Services, in providing trust and custodial services
to third party administrators, broker-dealers and banks. We sold -our interest in Matrix Settlement and Clearance
Services, during the fourth quarter of 2004, and agreed to sell the assets of the trust operations of United Western Bank,
on April 30, 2005. The sale of the trust operations generated a gain on sale of $300,000 included in other income for the
year ended December 31, 2005. The clearing and custody services provided by Matrix Settlement and Clearance
Services and the former trust operations of United Western Bank continue to generate deposits for United Western
Bank. As part of the sale agreement, deposits have been maintained at United Western -Bank -after the sale and at
December 31, 2006, deposits maintained by MG Cotorado Holdings, Inc. at United Western Bank totaled approximately
$195.2 million. The agreement to maintain these deposits at the Bank expired on September, 30, 2006, but the Bank is
currently in negotiations with Matrix Settlement and Clearance Services and its affiliates to renew this agreement. As of
the date of this annual report, the Bank maintains an arrangement with Matrix Settlement and Clearance Services as if
the agreement had not expired. Management presently expects the agreement to be renewed on terms substantially
equivalent to the expired agreement.

Brokerage Services

First Matrix Investment Services Corp. First Matrix is registered with the NASD as a fully disclosed broker-
dealer, headquartered in Denver, Colorado. First Matrix primarily provides brokerage services through SBA pooling and
structured finance transactions. First Matrix, as agent for United Western Bank, purchases the guaranteed portion of
SBA 7(a) loans from bank and non-bank lenders around the country. These loans are assembled and later pooled into
SBA securities that are sold into the secondary market to institutional and sophisticated investors. This trading strategy
enables the Bank to earn attractive yields on high credit quality asscts with reduced exposure to the traditional risks
associated with investing in any commercial loan assets. In addition, First Matrix brokers the sale of fixed income
securities to institutional clients.

Mortgage Servicing Activities

Residential Mortgage' Loan Servicing, Historically, we conducted our residential mortgage loan servicing
activities through Matrix Financial, including the residential mortgage loan servicing that Matrix Financial provided as
subservicer for United Western Bank’s servicing portfolio. In November 2004, Matrix Financial transferred the
servicing function to a third party subservicer. The servicing transfer was done in an effort to lower the overall cost of
servicing by eliminating many of the fixed costs of servicing the loans in-house. Matrix Financial pays the subservicer a
fixed fee per loan that varies based on whether the loan is a fixed rate or adjustable rate, or if the loan is delinquent. As
part of the agreement, the custodial deposits are maintained at United Western Bank. We have retained a small staff at
Matrix Financial primarily to monitor the servicing activities of the subservicer. At December 31, 2006, including loans
owned by Matrix Financial and United Western Bank Matrix Financial serviced through the subservicer, approxlmatcly
$1.32 billion of‘mortgage loans.

Servicing mortgage loans involves a contractual right to receive a fee for collecting, processing and
administering loan payments. This processing involves collecting monthly mortgage payments on behalf of investors,
reporting information to those investors on a monthly basis and maintaining custodial escrow accounts for the payment
of principal and interest to investors and property taxes and insurance premiums on behalf of borrowers. These
payments are held in custodial escrow accounts at United Western Bank. i3
‘ As compensation for its mortgage servicing activities, Matrfix Financial receives servicing fees, plus any late
charges collected from delinquent borrowers and other fees incidental to the services provided. In the event of default
by the borrower, Matrix Financial receives no servicing fees until the default is cured. At December 31, 2006, Matrix
Financial’s annual weighted-average servicing fee was 0.477% of the unpaid principal balance outstanding on each
mortgage.




Servicing is provided on mortgage loans on a recourse or nonrecourse basis. Matrix Financial’s policy is to
accept only a limited number of servicing assets on a recourse basis. As of December 31, 2006, on the basis of
outstanding principal balances, approximately 0.77% of its owned mortgage servicing contracts involved recourse
servicing. To the extent that servicing is done on a recourse basis, Matrix Financial is exposed to credit risk with respect
to the underlying loan in the event of a default. Additienally, many of its nonrecourse mortgage servicing contracts
owned require Matrix Financial to advance all or part of the scheduled payments to the owner of the mortgage loan in
the event of a default by the borrower. Many owners of mortgage loans also require the servicer to advance insurance
premiums and tax payments on schedule even though sufficient escrow funds may not be available. Therefore, Matrix
Financial must bear the funding costs associated with making such advances. If the delinquent loan does not become
current, these advances are typically recovered at the time. of the foreclosure sale. Foreclosure expenses, which may
include legal fees or property maintenance expenses, are generally not fully reimbursable by Fannie Mae, Freddic Mac
or Ginnie Mae, for which agencies Matrix Financial provides significant amounts of mortgage loan servicing. As of
December 31, 2006, Matrix Financial had advanced approximately $6.4 million in funds on behalf of third party
investors. Matrix Financial may incur normal curtailments of certain advances on loans serviced for GNMA and
FNMA. Generally advances on behalf of private investors are fully collectible. For the VA loans sold and serviced for
Ginnic Mae, which are sold on a nonrecourse basis, the VA loan guarantees may not cover the entire principal balance
and, in that case, Matrix Financial is responsible for the losses which exceed the VA’s guarantec. Estimated losses
related to foreclosure and other servicer advances are estimated and reserved for, and included in the conselidated
financial statements.

Competition

United Western Bank faces substantial competition in all phases of its operations, including loan originations and
deposit account originations, from a varicety of compctitors. There is significant competition among commercial banks
in the Bank’s market arca. As a result of the dercgulation of the financial services industry (sec the discussion of the
Gramm-Lcach-Bliley Act of 1999 in the section of this item captioned “Regulation and Supervision™), United Western
Bank also competes with other providers of financial services, such as credit unions, consumer finance companies,
securities firms, insurance companies, insurance agencics, commercial finance and leasing companies, full service
brokerage firms and discount brokerage firms. Some of United Western Bank’s competitors have greater resources and,
as such, may have higher lending limits and may offer other services that are not provided by the Bank.-United Western
Bank generally competes on the basis of customer service and responsiveness to customer needs, available loan and
deposit products, the rates of interest charged on loans, and the rates of interest paid for funds. The Bank does not
compete by lessening its credit quality standards.

Sterling faces considerable competition in all of the services and products that it offers, mainly from other self-
directed trust companics, broker-dealers and third party administrators. Sterling also faces competition from other trust
companics and trust divisions of financial institutions. Sterling’s niche has been, and will continue to be, providing high
quality customer service and servicing nonstandard retirement products. In an effort to increase market share, Sterling
endeavors to provide superior service, offer technologically advanced solutions, expand its marketing cfforts, provide
competitive pricing and continue to diversify its product mix. If Sterling is unable to attract and retain customers in its
trust operations, our business, financial condition and results of operations may be adversely affected.

First Matrix faces competition for the purchase and sale of guarantecd portions of SBA loans from other
broker-dealers and financial institutions. First Matrix also faces competition from other broker-dealers in its fixed
income sccurities business. Many of First Matrix’s competitors have greater resources and’offer products and services
that are not provided by First Matrix. First Matrix generally competes on price for the purchase of SBA loans and sale
of SBA loans and pooled securities and on price and service with respect to fixed income securities.

Employees
At December 31, 2006, the Company had 282 employees. We believe that our relations with our employees are

good. The Company is not party to any collective bargaining agreement. With the implementation of the community
banking strategy, we anticipate increasing the number of employees at United Western Bank.
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Regulation and Supervision

Set forth below is a brief description of various laws, regulatory authorities and associated regulations affecting
our operations. The description of laws and regulations contained in this document does not purport to be complete and
is qualified in its entirety by reference to applicable laws and regulations.

Aspects of the Company’s public disclosure, corporate governance principles and internal control environment
are subject to the Sarbanes-Oxley Act of 2002 and related regulations and rules of the SEC and the Nasdaq marketplace
rules. Any change in applicable laws, regulations or regulatory policics may have a material effect on our business,
operations and prospects.

United Western Bancorp. We are a unitary savings and loan holding company within the meaning of the
Home Owners’ Loan Act, as amended. As such, we are subject to Office of Thrift Supervision (“OTS”) regulation,
examination, supervision and reporting requirements. In addition, the OTS has enforcement authority over us and our
savings bank and non-savings bank subsidiaries. Among other things, this authority permits the OTS to restrict or
prehibit activities that are determined to be a serious risk to the financial safety, soundness or stability of our subsidiary
savings institution, United Western Bank. In addition, United Western Bank must notify the OTS at least 30 days before
declaring any capital distribution to us. :

As a unitary savings and loan holding company that has been in existence prior to May 4, 1999, we generatly
are not restricted under existing laws as to the types of business activities in which we may engage, provided that United
Western Bank continues to be a “qualified thrift lender” under the Home Owners’ Loan Act. To maintain its status as a
qualified thrift lender, the Bank must maintain a minimum percentage of its assets in qualified thrift investments unless
the OTS grants an exception to this requirement, In general, qualified thrift investments include certain types of
residential mortgage loans, mortgage backed securities and certain loans to small businesses. If we acquire contro! of
another savings association as.a separate subsidiary, we would become a multiple savings and loan helding company.
Multiple savings and loan holding companies may only engage in those activities permissible for a financial holding
company under the Bank Holding Company Act of 1956, as amended. Generally, financial holding companies may only
engage in activities such as banking, insurance and securities activities, as well as merchant banking activities under
certain circumstances. In addition, if United Western Bank fails to maintain its status as a qualified thrift lender, within
one year of its failure, we would be required to convert the Bank to a commercial bank and to register as a bank holding
company under the Bank Holding Company Act of 1956, as amended.

Change in Bank Control Act. The Change in Bank Control Act, as amended, provides that no person, acting
directly or indirectly or through or in concert with one or more other persons, may acquire controt of a savings
association unless the OTS has been given 60 days prior written notice. The Home Owners' Loan Act provides that no
company may acquire control of a savings association without the prior approval of the OTS. Any company that
acquires such control becomes a savings and loan holding company subject to registration, examination and regulation
by the OTS. Pursuant to federal regulations, control of a savings association (which includes its holding company) is
conclusively deemed to have been acquired by, among other things, the acquisition of more than 25% of any class of
voting stock of the association or the ability to control the election of a majority of the directors of the association.
Moreover, control is presumed to have been acquired, subject to rebuttal, upon the acquisition of more than 10% of any
class of voting stock, but less than 25% of any class of stock of a savings association, where certain enumerated control
factors are also present in the acquisition. The OTS may prohibit an acquisition of control if it would result in a
monopoly or substantially lessen competition, the financial condition or the acquiring person might jeopardize the
financial stability of the association, or the competence, experience or integrity of the acquiring person indicates that it
would not be in the interest of the depositors or the public to permit the acquisition of control by such person.

Gramm-Leach-Blilep. The Gramm-Leach-Bliley Act of 1999, as amended, (otherwise known as the “Financial
Services Modermnization Act”) eliminated many federal and state law barners to affiliations among banks, securities
firms, insurance companies and other financial service providers. The law revised and expanded the Bank Holding
Company Act to permit a bank holding company to engage in a full range of financial activities by electing to be treated
by the Federal Reserve Board as a “Financial Holding Company.” “Financial activitics” is broadly defined to include
not only banking, insurance and securities activities, but also merchant banking and additional activitics that the Federal
Reserve Board, in consultation with the Secretary of the Treasury, determined to be financial in nature, incidental to
such financial activities, or complementary activities that do not pose a substantial risk to the safety and soundness of
depository institutions or the financial system generally.
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The Financial Services Modemization Act prohibits unitary savings and loan holding companies formed after
May 4, 1999 from engaging in non-financial activities. We are a grandfathered unitary savings and loan holding
company. The Financial Services Modernization Act has not had a material adverse effect on our operations. However,
the Financial Services Modernization Act permits banks, securities firms and insurance companies to affiliate with one
another. This has continued a trend in the financial services industry toward further consolidation. The Financial
Services Modemntization Act could result in an increasing amount of competition from larger institutions and other types
of companies offering financial products, many of which may have substantially more financial resources. In addition,
the Financial Services Modernization Act may have an anti-takeover effect because it may tend to limit our
attractiveness as an acquisition candidatc to other savings and lean holding companies and financial holding companies.

Anti-Money Laundering and USA Patriot Act, A major focus of governmental policy on financial institutions
in recent years has been aimed at combating money laundering and terrorist financing. The USA PATRIOT Act of 2001
(the “USA Patriot Act™) substantially broadened the scope of United States anti-money laundering laws and regulations
by imposing significant new compliance and due diligence obligations, creating new crimes and penalties and expanding
the extra-territorial jurisdiction of the United States. The United States Treasury Department has issued and, in some
cases, proposed a number of regulations that apply various requirements of the USA Patriot Act to financial institutions
such as United Western Bancorp and its subsidiaries. These regulations impose obligations on financial institutions to
maintain appropriate policies, procedurcs and controls to detect, prevent and report money laundering and terrorist
financing and to verify the identity of their customers., Certain of those regulations impose specific due diligence
requirements on financial institutions that maintain correspondent or private banking relationships with non-
U.S. financial institutions or persons. Failure of a financial institution to maintain and implement adequate programs to
combat money laundering and terrerist financing, or to comply with all of the relevant laws or regulauons could have
serious legal and reputatmnal consequences for the institution.

Office of Foreign Assets Control Regulation. The United States has imposed economic sanctions that affect
transactions with designated foreign countries, nationals and others. These are typically known as the “OFAC” rules
based on their administration by the U.S. Treasury Department Office of Foreign Assets Control (*OFAC”). The OFAC-
administered sanctions targeting countries take many different forms. Generally, however, they contain one or more of
the following elements: (i) restrictions on trade with or investment in a sanctioned country, including prohibitions
against direct or indirect imports from and exports to a sanctioned country and prohibitions on “U.S. persons” engaging
in financial transactions relating to making investments in, or providing investment-related advice or assistance to, a
sanctioned country; and (i1) a blocking of assets in which the government or specially designated nationals of the
sanctioned country have an interest, by prohibiting transfers of property subject to U.S. jurisdiction (including property
in the possession or control of U.S. persons). Blocked assets {e.g., property and bank deposits) cannot be paid out,
withdrawn, set off or transferred in any manner without a license from OFAC. Failure to comply with these sanctions
could have serious legal and reputational consequences.

Sarbanes-Oxley Act. The Sarbanes-Oxley Act of 2002 was signed into law on July 30, 2002. The Sarbanes-
Oxley Act of 2002 is a law that addresses, among other issues, corporate governance, auditing and accounting, executive
compensation, and enhanced and timely disclosure of corporate information. As directed by Section 302(a) of the
Sarbanes-Oxley Act of 2002, the Company’s Chief Executive Officer, Chief Financial Ofticer and Chief Accounting
Officer are each required to certify that the Company’s quarterly and annual reports do not contain any untrue statement
of a material fact. Section 302(a) of the Sarbanes-Oxley Act has scveral additional requirements, including having these
officers certify that: they are responsible for establishing, maintaining and regularly evaluating the effectiveness of our
internal controls; they have made certain disclosures to our auditors and the audit committee of the Board of Directors
about our internal controls; and they have included information in our quarterly and annual reports about their evaluation
and whether there have been significant changes in our internal controls or in other factors that could significantly affect
internal controls subsequent to the evaluation. We were subject to further reporting and audit requirements with the year
ended December 31, 2006 under the requirements of Sarbanes-Oxley. We have existing policies, procedures and
systems designed to comply with these regulations, and arc further enhancing, documenting and testing such policiés,
procedures and systems to ensure continued compliance with these regulations.

Federal Savings Bank Operations. United Western Bank is subject to extensive regulation, examination and
supervision by the OTS, as its primary federal regulator, and potentially by the Federal Deposit Insurance Corporation
(“FDIC™), which insures its deposits up to applicable limits. Such regulation and supervision:

e establishes a comprehensive framework of activities in which United Western Bank can engage;
e limits the types and amounts of investments permissible for United Western Bank;
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limits the ability of United Western Bank to extend credit to any given borrower;

+  significantly limits the transactions in which United Western Bank may engage with its affiliates;
requires United Western Bank to meet a qualified thrift lender test that requires United Western Bank to invest
in qualified thrift investments, which include primarity residential mortgage loans and related investments;

s places limitations on capital distributions by savings associations, such as United Western Bank, mcludmg cash
dividends;

s imposes assessments to the OTS to fund their operations; :

» cstablishes a continuing and affirmative obligation, consistent with United Western Bank’s safe and sound
operation, to help meet the credit needs of its community, including low and moderate income neighborhoods;

* requires United Western Bank to maintain certain noninterest-bearing reserves against its transaction accounts;

» establishes various capital categories resulting in various levels of regulatory scrutiny applied to the institutions
in a particular category; and :

» cstablishes standards for safety and soundness.

United Western Bank must submit annual financial reports audited by independent auditors to federal
regulators. Auditors must receive examination reports, supervisory agreements and reports of enforcement actions, In
addition, an attestation by the auditor regarding the statements of management relating to the internal controls must be
submitted to the OTS. The audit committees of such institutions must include members wi‘t‘h experience in banking or
financial management, must have access to outside counsel and must not include representatives of large customers.
The regulatory structure is designed primarily for the protection of the insurance fund-and depositors. The regulatory
structure also gives the regulatory authorities extensive discretion in connection with their supervisory and enforcement
activities. Any change in these regulations, whether by the OTS, the FDIC or Congress could have a material impact on
United Western Bank and its operations.

United Western Bank’s Capital Ratios. Federal law requires, among other things, that federal bank regulatory
authorities take “prompt corrective action” with respect to savings institutions that do not meet minimum capital
requirements.  For these purposes, the law establishes five categories: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized and critically undercapitalized. The OTS has adopted regulations to
implement the prompt corrective action legislation. An institution is deemed to be:

o “well capitalized” if it has a total risk-based capital ratio of 10% or greater and a leverage ratlo of 5% or
greater;

s “adequately capitalized” if it has a total risk-based capital ratio of 8% or greater, a Tier I risk-based capital ratlo
of 4% or greater and generally a leverage ratio of 4% or greater;

o ‘“undercapitalized” if it has a total risk-based capital ratio of less than 8%, a Tier I risk-bascd capital ratio of less
than 4%, or generally a leverage ratio of less than 4%;

s “significantly undercapitalized” if it has a total risk-based capital ratio of less than 6%, a Tier I risk-based

" capital ratio of less than 3%, or a leverage ratio of less than 3%; and
; ® “critically undercapitalized” if it has a ratio of tangible equity (as defined i in the regulatlons) to total assets that

‘is equal to or tess than 2%. . ‘.

As of December 3 1, 2006, United Western Bank was a “well capitalized" institution.

“Undercapitalized” institutions must adhere to growth, capital distribution and dividend and other limitations
and are required to submit a capital restoration plan with the OTS within 45 days after an association reccives notice of
such undercapitalization. A savings institution’s compliance with its capital restoration plan is required to be guaranteed
by any company that controls the “undercapitalized” institution in an amount equal to the lesser of 5% of total assets
when deemed “undercapitalized” or the amount necessary to achieve the status of “adequately capitalized.“ If an

sundercapitalized” savings institution fails to submit an acceptable plan, it is treated as if it is “significantly
undercapitalized.” “Slgmﬁcantly undercapltahzed” institutions must comply with one or more of a number of additional
restrictions, mcludmg an order by the OTS to sell sufficient votmg stock fo become “adequately capitalized,”
requirements to reduce total assets and cease receipt of deposits from correspondent banks or dismiss directors or
officers, and restnctlon on interest ratcs paid on depos:ts compensation of executive officers and capital distributions to
the parent holding company. “Critically undercapitalized” institutions must comply with additional sanctions, including,
subject to a narrow exception, the appointment of a receiver or conservator within 270 days after it obtains this status.
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The following table indicates United Western Bank’s regulatory capital ratios:

As of December 31, 2006
Core Risk-Based
Capital Capital
(Dollars in thousands)
Shareholder’s equity/GAAP capital $ 146912 3 146,912
Disallowed assets (941) (941)
Unrealized gain on available for sale securities : (166) . (166)
Additional capital items: .
General valuation allowances - 7,997
Low-level recourse and residual interests — (282)
Regulatory capital as reported to the OTS 145,805 153,520
Minimum capital requirement as reported to the OTS 85,574 78,249
Regulatory capital—excess $ 60231 S 75271
Capital ratios ' 6.82 % 15.70 %
Well capitalized requirement 5.00 % 10.00 %

Transactions with Affiliates. Sections 23A and 23B of the Federal Reserve Act and its implementing
regulations, govern transactions between depository institutions and their affiliates. These provisions are made
applicable to savings associations, such as United Western Bank, by the Home Owners’ Loan Act. In a holding
company context, in general, the parent holding company of a savings association and any companies that are controlled
by the parent holding company are affiliates of the savings association. However, the OTS has the discretion to treat
subsidiaries of savings associations as affiliates on a case-by-case basis. Section 23A limits the extent to which the
savings association or its subsidiaries may engage in certain transactions with its affiliates. These transactions include,
among other things, the making of loans or other extensions of credit to an affiliate and the purchase of assets from an
affiliate. Generally, these transactions between the savings association and any one affiliate cannot exceed 10% of the
savings association’s capital stock and surplus, and these transactions between the savings institution and all of its
affiliates cannot, in the aggregate, exceed 20% of the savings institution’s capital stock and surplus. Section 23A also
establishes specific collateral requirements for loans or extensions of credit to an. affiliate, and for guarantees or
acceptances on letters of credit issued on behalf of an affiliate. Applicable regulations prohibit a savings association
from lending to any affiliate engaged in activities not permissible for a bank helding company or for the purpose of
acquiring the securities of most affiliates. Section 23B requires that transactions covered by Section 23A and a broad
list of other specified transactions be on terms and under circumstances substantially the same, or no less favorable to
the savings association or its subsidiary, as similar transactions with non-affiliates, In addition to the restrictions on
transactions with affiliates that Sections 23A and 23B of the Federal Reserve Act impose on depository institutions, the
regulations of the OTS also generally prohibit a savings association from purchasing or investing in securitics issued by
an affiliate. United Western Bank engages in transactions with its affiliates, which are structured with the intent of
complying with these regulations.

Insurance of Accounts and Regulation by the Federal Deposit Insurance Corporation. The deposits of the
Bank are insured to the maximum éxtent permitted by the Deposit Insurance Fund, which is administered by the FDIC,
and are backed by the full faith and credit of the U. S. Government. As insurer, the FDIC is authorized to conduct
examinations of, and to require reporting by, FDIC-insured institutions. It also may prohibit any FDIC-insured
institution from engaging in any activity the FDIC determines by regulation or order to pose a serious threat to the
FDIC. The FDIC also has the authority to initiate enforcement actions against savings associations, afier giving the OTS
an opportunity to take such action.

Each FDIC insured institution is assigned to one of three capital groups which are based solely on the level
of an institution's capital - "well capitalized," "adequately capitalized” and "undercapitalized" - which are defined in the
same manner as the regulations establishing the prompt corrective action system discussed above. These three groups are
then divided into three subgroups which reflect varying levels of supervisory concem, from those which are considered
to be healthy to those which are considered to be,of substantial supervisory concern. The matrix so created results in
nine assessment risk classifications, with rates during the first six months of 2006 ranging from zero for well capitalized,
healthy institutions, to 27 basis points for undercapitalized institutions with substantial supervisory concemns.
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In addition, all institutions with deposits insured by the FDIC are required to pay assessments to fund interest
payments on bonds issued by the Financing Corporation, a mixed-ownership government corporation established to
recapitalize the Federal Savings and Loan Insurance Corporation (FSLIC) the predecessor to the Savings Association
Insurance Fund. The assessment rate for the third quarter of 2006 was .0106% of insured deposits and is adjusted
quarterly. These assessments will continue until the Financing Corporation bonds mature in 2019.

The FDIC may terminate the deposit insurance of any insured depository institution engaged or engaging in
unsafe or unsound practices, is in an unsafe or unsound condition to continue operations, or has violated any applicable
law, regulation, order or any condition imposed by an agreement with the FDIC. It also may suspend deposit insurance
temporarily during the hearing process for the permanent termination of insurance, if the institution has no tangible
capital. If insurance of accounts is terminated, the accounts at the institution at the time of the termination, less
subsequent withdrawals, shall continue to be insured for a period of six months to two years, as determined by the FDIC.
Management is not aware of any existing circumstances which could result in termination of the Bank's deposit
msurance.

Deposit Insurance Reform. On February 8, 2006, President George W. Bush signed into law legislation that
merged the Bank Insurance Fund and the Savings Association Insurance Fund to form the Deposit Insurance Fund,
which eliminated any disparitics in bank and thrift risk-based premium assessments, reduced the administrative burden
of maintaining and operating two separate funds and established certain new insurance coverage limits and a mechanism
for possible periodic increases. The legislation also gave the FDIC greater discretion to identify the relative risks all
institutions present to the Deposit Insurance Fund and set risk-based premiums.

Major provisions in the legislation include:

¢ merging the Savings Association Insurance Fund and Bank Insurance Fund, which became effective March 31,
2006; ' ' , o '

* maintaining basic deposit and municipal account insurance coverage at $100,000 but providing for a new basic
insurance coverage for retirement accounts of $250,000. Insurance coverage for basic deposit and retirement
accounts could be increased for inflation every five years in $10,000 increments beginning in 2011;,

» providing the FDIC with the ability to set the designated reserve ratio within a range of between 1.15% and
1.50%, rather than maintaining 1.25% at all times regardless of prevailing economic conditions;

s providing a one-time assessment credit of $4.7 billion to banks and savings associations in existence on
December 31, 1996, which may be used to offset future premiums with certain limitations; and

» requiring the payment of dividends of 100% of the amount the insurance fund exceeds 1.5% of the estimated
insured deposits and the payment of 50% of the amount that the insurance fund exceeds 1.35% of the estimated
insured deposits (when the reserve is greater than 1.35% but no more than 1.5%).

Pursuant to the Reform Act, the FDIC has determined to maintain the designated reserve ratio at its current
1:25%, which will be reviewed annually. The FDIC has also adopted a new risk-based premium system that provides for
quarterly assessments based on an insured institution's ranking in one of four risk categories based upon supervisory and
capital evaluations. Beginning in 2007, well-capitalized institutions (generally those with CAMELS composite ratings
of 1 or 2) will be grouped in Risk Category 1 and will be assessed for deposit insurance at an annual rate of between five
and seven basis points. The assessment rate for an individual institution is determined according to a formula based on a
weighted average of the institution’s individual CAMELS component ratings plus either five financial ratios or, in the
case of an institution with asscts of $10.0 billion or more, the average ratings of its long-term debt. Institutions in Risk
Categories I1, 111 and 1V will be assessed at annual rates of 10, 28 and 43 basis points, respectively. The Bank anticipates
that it will be able to partially offset its deposit insurance premium for 2007 with the special asscssment credit.

FHLBank System. United Western Bank is a member of the Federal Home Loan Bank (“FHLBank”) system,
which consists of 12 regional FHLBanks. The FHLBank provides a central credit facility primarily for member
associations and administers the home financing credit function of savings associations. The FHLBank advances must
be secured by specified types of collateral. The FHLBank funds its operations primarily from proceeds derived from the
sale of consolidated obligations of the FHLBank system. United Western Bank, as a member of the FHLBank system,
must acquire and hold shares of capital stock in its regional FHLBank in an amount equal to the greater of 1% of the
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aggregate principal amount of its unpaid residential mortgage loans and similar obligations at the beginning of each
year, 0.2% of total assets, or 5% of its advances (“borrowings™) from the FHLBank. Prior to relocating its domicile,
United Western Bank was a member of the FHLBank of Dallas. Effective March 25, 2002, United Western Bank
became a member of the FHLBank of Topeka. At December 31, 2006, United Western Bank was in compliance with
the FHLBank system capital stock requirement based on its combined investment in FHLBank of Dallas and FIILBank
of Topeka stock totaling $42.8 million.

Brokered Deposits. Under the FDIC regulations governing brokered deposits, well capitalized associations,
such as United Western Bank, are not subject to brokered deposit limitations, while adequately capitalized ‘associations
are subject to certain brokered deposit limitations and undercapitalized associations may not accept brokered deposits.
At December 31, 2006, United Western Bank had $25.7 million of brokered deposits. In the event United Western
Bank is not permitted to accept brokered deposits in the future, it would have to find replacement sources of funding. It
is possible that such alternatives, if available, would result in a higher cost of funds.

Federal Reserve System. The Federal Reserve Board regulations require all depository institutions to maintain
noninterest-earning reserves at specified levels against their transaction accounts (primanty NOW and regular checking
accounts). At December 31, 2006, United Western Bank was in compliance with the Federal Reserve Board’s reserve
requirements. Savings associations, such as United Westémn Bank, are authorized to borrow from the Federal Reserve
Bank “discount window.” United Western Bank is deemed by the Federal Reserve to be generally sound and thus is
cligible to obtain primary credit from its Federal Reserve Bank. Generally, primary credit is extended on a very short-
term basis to meet the liquidity needs of the institution. Loans must be secured by acceptable collateral and carry a rate
of interest of 100 basis points above the Federal Open Market Committee’s federal funds target rate.

Mortgage Banking Operations. Qur mortgage banking operations are conducted through Matrix Financial.
The rules and regulations applicable to our mortgage banking operations establish underwriting guidelines that, among
other things, include anti-discrimination provisions, require provisions for inspections, appraisals and credit reports on
prospective borrowers and fix maximum loan amounts. Moreover, we are required annually to submit audited financial
statements of United Western Bank, the parent of Matrix Financial, to the U.S. Department of Housing and Urban
Development (“HUD”), Fannie Mae, Freddie Mac and Ginnie Mae, and each regulatory entity maintains its own
financial guidelines for determining net worth and eligibility requirements. Matrix Financial operations are also subject
to examination by HUD, Fannie Mae, Freddie Mac and Ginnie Mag at any time to assure compliance with the applicable
regulations, policies and procedures. Mortgage loan origination activities are subject to, among other laws, the Equal
Credit Opportunity Act, the Federal Truth-in-Lending Act and the Real Estate Settlement Procedures Act of 1974, and
the regulations promulgated under these laws that prohibit discrimination and require the disclosure of certain basic
‘information to morigagors concerning credit terms and settlement costs. Moreover, the OTS, as primary regulatory
authority over United Western Bank (the parent of Matrix Financial), also examines the Matrix Financial mortgage
banking operations as well. '

Regulation of Sterling Trust Company. Sterling provides custodial services and directed, non-discretionary
trustee services. Sterling is chartered under the laws of the State of Texas, and as a Texas trust company is subject to
supervision, regulation and examination by the Texas Department of Banking. Under applicable law, a Texas trust
company, such as Sterling, is subject to virtually all provisions of the Texas Banking Act as if the trust company were a
state chartered bank. The activities of a Texas trust company are limited by applicable law generally to acting as a
trustee, executor, administrator, guardian or agent for the performance of any lawful act, and to lend and accumulate
money when authorized under applicable law. In addition, a Texas trust company with capital of $1.0 million or more,
such as Sterling, has the power to: :

. ' . ! . .
purchase, sell, discount and negotiate notes, drafts, checks and other evidences of indebtedness;
‘purchase and sell securitics;
issue suberdinated debentures and promissory notes; and

exercise powers incidental to the enumerated powers of Texas trust companies as set forth in the Texas Banking
Act.

1

A Texas trust company, such as Sterling, is gencrally prohibited from accepting demand or time deposits if not
insured by the FDIC.
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Limitation on Capital Distributions. The Texas Finance Code prohibits a Texas trust company from reducing
its outstanding capital and certified surplus through redemption or other capital distribution without the prior written
approval of the Texas Banking Commissioner. Moreover, Sterling did not pay any cash dividends in 2006.

. Investments. A Texas trust company is generally obligated to maintain an amount equal to 40% of its capital

and surplus in investments that arc readily marketable and that can be converted into cash within four business days. So

long as it complies with those requirements, a Texas trust company generally is permitted to invest its corporate assets in

any investment otherwise permitted by law. Generally, a Texas trust company cannot invest an amount in excess of
15% of its capital and certified surplus in the securities of a single issuer.

Branching. The Texas Finance Code permits a Texas trust company to establish and maintain branch offices at
any location within the state if it first obtains written approval of the Texas Banking Commissioner.

Transactions with Related Parties. The Texas Finance Code prohibits the sale or lease of an asset of a Texas
trust company, or the purchase or lcase of an asset by a Texas trust company, where the transaction involves an officer,
director, principal shareholder or affiliate, unless the transaction is approved by a disinterested majority of the board of
directors or the written approval of the Texas Banking Commissioner is first obtained. In no event; however, may a
Texas trust company lease real property in a transaction involving an officer, director, principal shareholder or affiliate
without the prior approval of the Texas Banking Commissioner.

Enforcement. Under applicable provisions of the Texas Finance Code, the Texas Banking Commissioner has
the power to issue enforcement actions against a Texas trust company or any officer, employee or director of a Texas
trust company. In addition, in certain circumstances, the Texas Banking Commissionér may remove a present or former
officer, director or employee of a Texas trust company from office or employment, and may prohibit a shareholder or
other persons participating in the affairs of a Texas trust company from such participation. The Texas Banking
Commissioner has the authority to assess civil penalties of up to $500 per day against a Texas trust company (penalties
against individuals may. be higher) for violations of a cease and desist, removal or prehibition order. The Texas Banking
Commissioner may also refer violations of a ccase and desist order to the attorney general for enforcement by injunction.

The Texas Banking Commissioner may pursue an order of supervision or conservatorship if:

» the Texas Banking Commissioner determines that the Texas trust company is in a hazardous condition and that
the continuation of business would be hazardous to the public or to the shareholders or creditors of the Texas
. trust company;
s  the Texas Banking Comm:ssmner detcrrmnes that the Texas trust company has exceeded its powers;
e - the Texas trust company has violated the law; or
s the Texas trust company gives written consent to supervision or conservatorship.

The Texas Banking Commissioner also has the authonty to pursue the appointment of an independent receiver for a
Texas trust company. :

Capital Requiremems Applicable law generally requires a Texas trust company to -have and maintain
minimum restncted capital of at least §1 million. Sterling was in compliance with this requirement at December 31,
2006.

A Texas trust company may not have at anytime outstanding liabilities in an amount that exceeds five times its
capital stock and surplus, except that with the ‘approval of the Texas Banking Commissioner, a Texas trust company may
have outstanding tiabilities in an amount that does not exceed ten times its capital stock and surplus. The Texas Banking
Commissioner may require ‘additional capital of a Texas trust company if the Texas Banking Commissioner'determines
it necessary to protect the safety and soundness of such company. If the Texas Banking Commissioner were to do so, or
in the cvent Sterling fails to maintain capital of at least $1 million, there is no assurance that Sterling would be able to
restore its capital or meet such additional requirements. In either case, the Texas Banking Commissioner could pursue
various enforcement actions, such as appointing either a conservator or a receiver for Sterling. Current]y, however,
Sterling is in compliance with all capital requirements under Texas law.

Regulation of First Matrix Investment Services Corp. First Matrix is a registered broker-dealer subsidiary that
is subject to the Securities and Exchange Commission's net capital rule, Rule’ 15¢3-1, promulgated under the Securities
Exchange Act of 1934. The net capital rule is designed to measure the general financial condition and liquidity of a

*
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broker-dealer. Net capital generally is the net worth of a broker or dealer (assets minus liabilities), less deductions for
certain types of assets. If a firm fails to maintain the required net capital, it may be subject to suspension or revocation
of registration by the Securities and Exchange Commission and suspension or expulsion by the NASD, and could
ultimately lead to the firm's liquidation. The net capital rule also limits the ability of broker-dealers to transfer large
amounts of capital to parent companics and other affiliates. At December 31, 2006, First Matrix was in compliance with
these requirements with net capital of $647,000, which was approximately $642,000 in excess of its required net capital
of $5,000.

The foregoing summarizes some of the relevant laws, rules and regulations governing unitary savings and loan
holding companies, savings institutions, trust companies and broker dealers, but does not purport to be a complete
summary of all applicable laws, rules and regulations governing such financial institutions.

Company Website

The Company maintains an Internet website at www.uwbancorp.com. On our website, investors and other
interested persons may access, among other things, any of the reports that we file with or furnish to the Securities and
Exchange Commisston, including this Annual Report on Form 10-K, quarterly reports on Form 10-Q, and current
reports on Form 8-K. The charters of our Audit, Compensation, Nomination and Governance Committees and other
corporate governance documents are also available on our website.

Item 1A. Risk Factors

Ownership of the common stock and other securities of the Company involves centain risks. Holders of the
Company’s securities and prospective investors should carefully consider the following risk factors and uncertainties
described below together with all of the other information included and incorporated by reference in this report, in
evaluating an investment in the Company’s securities. If any of the risks and uncertainties discussed below actually
occur, our business, financial condition and results of operations could be materially adversely affected. In addition,
other risks and uncertainties of which we are not currently aware, including those relating to the banking and financial
services industrics in general, or which we do not now believe are material, may cause earnings to be lower, or impair
our future financial condition or resuits of operations, The value or market price of our common stock could decline due
to any of these identified or other risks, and you could lose all or part of your investment.

Risks Relating to Ownership of Qur Common Stock

The trading volume of our stock is low and shareholders may not be able to resell shares at or above the
price shareholders paid for them. The trading in our common shares has less liquidity than many other companies
quoted on the national securitics exchanges or markets. A public trading market having the desired characteristics of
depth, liquidity and orderliness depends on the presence in the market of willing buyers and scllers of our common
shares at any given time. This presence depends on the individual decisions of investors and gencral cconomic and
market conditions over which we have no control, We cannot insure volume of trading in our common shares will
increase in the future. Furthermore, to the extent shares are concentrated in a relatively small group of holders, a seller
could be subject to significant adverse price volatility and price fluctuation. At December 31, 2006, based on filings
made by third parties with the Securities and Exchange Commission, we believe that seven holders owned 69.27% of
our outstanding common stock. This includes shares held by our Chairman of the Board, Guy A. Gibson who owns
1,297,531 shares, or 17.88%, of our outstanding common stock.

The issuance of additional shares may cause dilution. Our Board of Directors may authorize the issuance of
additional common or preferred stock in connection with future equity offerings, acquisitions of securities or other assets
of companies. The Board may also classify or reclassify any unissued preferred stock and set the preferences, rights and
other terms of the classified or reclassified shares, including the issuance of shares of preferred stock that have
preference rights over the common stock with respect to dividends, liquidation, voting and other matters. The issuance
of additional sharcs of our common stock could be dilutive to shareholders that do not invest in future offerings.
Moreover, to the extent that we issuc options, warrants or similar instruments to purchase our common stock in the
future and thosc options, warrants or similar instruments arc cxercised or we issue restricted stock, shareholders may
experience future dilution. '

If our Board issued additional shares for the purpose of an acquisition of another financial institution depending
on the price paid and the price of our common stock, this could be dilutive to existing shareholders. Furthermore, there
are significant implementation risks associated with the acquisition and integration of another entity into our Company
that could adverscly impact our financial condition and results of operations.
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Our Board of Directors may authorize the repurchase of common shares that may result in dilution. 1n 2006
our Board of Directors: authorized the repurchase by the Company of approximately 378,000 sharcs of our common
stock, of which we have already purchased 300,000 shares for aggregate consideration of $5.85 million or $19.50 per
share. The Board of Directors may authorize additional purchases in the future without sharcholder approval. If and to
the extent that any future purchases are made at prices higher than the net tangible book value per share of the Company,
the value of the shares held by the remaining shareholders will be diluted. '

Control by our executive officers and directors will limit individual ability to influence the outcome of
matters requiring shareholder approval and could discourage a potential acquisition by third parties. As of March 9,
2007, our executive officers and directors beneficially owned approximately 18.67% of the outstanding shares of our
commen stock. These shareholders, if acting together, would be able to influence significantly all matters requiring
approval by our shareholders, including the election of our Board of Directors and the approval of mergers or other
business combination transactions. This concentration of ownership, among other factors, could delay or prevent a
change in our control of the Company or otherwise discourage a potential acquirer, which in turn could prevent our
shareholders from realizing an acquisition premium over the market price for their shares of common stock..

We may not have the ability to pay dividends in the future. On Fcbruary 20, 2007, our Board of Directors
declared a dividend of $0.06 per sharc to record holders of our common stock on March 5, 2007, We had not paid any
dividends on our equity before that dividend, which was paid on March 14, 2007. - While no specific schedule of future
dividends has yet been established, our Board of Directors intends to continue to declare dividends in the future if and to
the extent warranted by our financial condition and cash availability. The Board’s determination whether to pay future
dividends will depend on a number of factors, including our future eamings, capital requirements, financial condition
and future prospects and such other factors that our Board of Directors may deem relevant. Our ability to pay dividends
is restricted by various provisions in our debt instruments, the most restrictive of which is a line of credit we have with
another financial institution, which provides that the payment of dividends, as defined in such line of credit, is limited to
33% of our net income. Additionally, we are prohibited from paying dividends on our common stock if the scheduled
payments on our junier subordinated debentures and trust preferred securities have not been made. The ability of United
Western Bank and other subsidiaries to pay dividends to us may be restricted due to certain regulatory requirements.

Risks Related to our Business Strategy

We may be unable to fully implement our community banking business strategy. Our executive management
team has alrcady begun to imptement a traditional, community-focused commercial banking strategy as discussed in
Item 1. “Business Strategy™ above. In order to complete the exccution of this strategy we must, among other things:

e attract sufficient commercial business deposits;

e attract and maintain busincss banking relationships with businesscs in the Colorado Front Range market;
e  altract and retain experienced and successful commercial and community bankers;

¢ identify and pursue suitable opportunitics for opening new branches in the Colorado Front Range market;
¢ maintain adequate regulatory capital and comply with applicable federal and state regulations; and

¢ originate community bank loans and maintain adequate asset quality. '

Failure to achieve these strategic goals could adversely affect our ability to fully implement our community
banking business strategies as well as our overall financial condition and results of operations.

We may not be able to effectively manage our propbsed growth. Our business strategy contemplates, in part,
an increase in our franchise value by expanding into additional communities in the Colorado Front Range through a
branch network for United Western Bank. To the extent that we underiake additional branch openings, we are likely to
experience the effects of higher operating expenses relative to operating income from the new operations for a period of
time. While we are confident in our ability to execute our community banking strategy, it is possible that our expansion
could significantly burden our infrastructurc or that we will be unable to ceffectively manage the development of our
planned growth.

Our ability to attract and retain management and key personnel may adversely affect future growth and
earnings. Our ability to successfully execute our business strategy requires us to attract and to retain management
* experienced in community banking and financial services and familiar with the communities in our market areas. Our
ability to retain our executive officers, regional presidents, other management and lending professionals will continue to

19




be important to the successful implementation of our stratcgy. As we grow, it is also important to attract and retain
additional qualificd lending professionals with the appropriate level of experience and knowledge about our market
arcas to implement our community-based operating strategy. The unexpected loss of services of key personnel, or the
inability to recruit and retain qualified personnel in the future, could have an adverse effect on our busmess financial
condition and results of operations.

Changes in economic conditions in the Colorado Front Range market could have a material adverse effect
on the implementation and success of our business strategy. The implementation and success of our business strategy
depends primarily on the general economic conditions of the Colorado Front Range market. The local economic
conditions in our market area will have a significant impact on residential and commercial loans originated, the ability of
the borrowers to repay these loans and the value of the collateral securing these loans, Moreover, a significant decline in
general economic condition caused by inflation, recession, unemployment or other factors beyond our control would
affect these local economic conditions in our market arca and could adversely affect our financial condition and results
of operations.

Our past operating results and financial condition will likely not be representative of our future results and
financial condition. Since December of 2005, we have sold our interest in various subsidiaries, established new bank
branches, sold and leased back our headquarters building, and discontinued certain operations. In addition, we are
continuing to implement our plan to expand the retail operations of United Western Bank; through the opening of new
branches and increasing its direct originations of residential and commercial loans. These changes in our operations and
new business strategics will make period-to-pericd comparisons difficult and our past operating results and financial
condition will likely not be indicative of our future results and financial condition.

We may elect to divest other non-core businesses, which could have an adverse effect on our results. We
successfully divested several non-core businesses in 2006. While we currently have no specific intent to do so,
management could seek to dispose of other subsidiaries in the future. If we do elect to divest any of our remaining non-
core subsidiaries, the effect of such disposition could have a material adverse impact on our results of operations and
financial condition, :

Risks Related to Qur Business

United Western Bank relies on institutional deposits. A significant portion of United Western Bank’s total
deposits are funds deposited as a result of unaffiliated institutional relationships maintained by United Western Bank.
At December 31, 2006, five unrelated institutional relationships accounted for $573.8 million of our total deposits
including custodial escrow deposits. Sterling, a wholly owned subsidiary of the Company, accounted for $372.7 million
of our total deposits. MG Colorado Holdings, Inc., a company in which we own an approximate 7% interest, accounted
for $195.2 million of our deposits and Legent Clearing, a company in which our Chairman owns a minority interest,
accounted for $118.9 million of our deposits. Institutional depositors generally are more sensitive to interest rate levels
duc to the amount of money they maintain on deposit than retail consumers who bank at a branch office. United Western
Bank’s future success in retaining and attracting institutional depositors depends, in part, on United Western Bank’s
ability to offer competitive rates and services. If United Western Bank loses one or more of these institutional
relationships, its liquidity, profitability and results of operations may be significantly and adversely affected. See the
additional discussion of deposits in Note 14 of the consolidated financial statements included in this report.

United Western Bank relies on wholesale funding sources for secondary and contingent liguidity sources.
United Western Bank utilizes borrowings from the FHLBank system, brokered certificates of deposits and repurchase
agreements for secondary and contingent sources of liquidity, Also, from time to time, the Bank utilizes these sources to
capitalize on market opportunities to fund investment and loan initiatives. If United Western Bank were unable to
obtain or maintain our access to funding or if adequate funding is not available to accommodate future growth at
acceptable interest rates, it would have to find alternative sources of liquidity, which, if available, would probably be at a
higher cost and on terms that do not match the structure of our liabilities as well as the existing wholesale funding
sources. Scec further discussion of our FHLBank system borrowings at Item 7. “Balance Sheet — Short Term
Borrowings” and “Balance Sheet — Liquidity” and in Note 15 of the consolidated financial statements included in this
report. :

We must effectively manage our credif risk. There are risks inhcrent in making any loan, including risks
inherent in dealing with individual borrowers, risks of nonpayment, risks resulting from uncertainties as to the future
value of collateral and risks resulting from changes in cconomic atid industry conditions. United Western Bank attempts
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to minimize its credit risk by undertaking the use of prudent loan application approval procedures, an analysis of the
credit risk, the value of the underlying collateral, careful monitoring of the concentration of its loans within specific
industries and geographic locations and periodic independent reviews of outstanding loans by its loan review and audit
departments. Nevertheless, we are exposed to risks including possible errors in United Western Bank's credit analysis,
the uncertainty of the borrower’s ability to repay the loans, the uncertainty of future economic conditions and the
possibility of loan defaults.  See further discussion of the Bank’s nonperforming loans at Item 7. “Balance Sheet —
Asset Quality” and “Balance Sheet —Allowance for Credit Losses™ in this report.

Our business is subject 1o interest rate risk, and variations in interest rates may negatively affect our
financial performance. Changes in the interest rate environment may reduce our profits. A substantial portion of our
income is derived from the differential, or “spread,” between the interest earned on loans, securities and other interest-
carning assets, and the interest paid on deposits, borrowings and other interest-bearing liabilities. - Because of the
differences in the maturities and repricing characteristics of our interest-ecarning assets and interest-bearing liabilities,
changes in interest rates do not produce equivalent changes in interest income earned on interest-earning assets and
interest paid on interest-bearing liabilities. In rising interest rate environments, loan repayment rates will decline, and in
failing interest rate environments, loan repayment rates will increase. In addition, an increase in the general level of
interest rates may adversely affect the ability of some borrowers to pay the interest and principal of their obligations.
Changes in interest rates also significantly impact the valuation of our mortgage servicing rights and loans held for sale.
Both of these assets are carried at the lower of cost or market. As interest rates. decline and mortgage loans prepay
faster, mortgage servicing rights decline in value, Changes in mortgage prepayments, interest rates and other factors can
cause the value of this asset to decrease rapidly over a short period of time. Changes in interest rates, prepayment speeds
and other factors may atso cause the value of our loans held for sale to change, possibly resulting in a charge to earnings.
When interest rates rise, the cost of borrowing increases. Accordingly, changes in levels of market interest rates could
materially and adversely affect the carrying value of our mortgage servicing rights, our held for sale loan portfolios, our
net interest spread, asset quality and loan origination volume. See further discussion at Item 7A. “Asset Liability
Management” and “Interest Rate Risk™ in this report, Although we believe our current level of interest rate risk
sensitivity is reasonable and effectively managed, significant fluctuations in interest rates may have an adverse effect on
our business, financial condition and results of operations.

We have invested in loan portfolios, pooled securities and mortgage backed obligations, which may lead to
volatility in cash flow and market risk. Our asset portfolio contains large portfolios of single-family residential loans
acquired through bulk purchases, purchased SBA loans and pools. Qur investment portfolio largely consists of
mortgage backed securities primarily secured by pools of mortgages on single-family residences. When we acquire such
mortgage backed securities and loans, we anticipate that the underlying notes will prepay at a projected rate, thereby
generating an expected yield. Prepayment rates generally increase as interest rates fall and decrcase when interest rates
rise, but changes in prepayment rates are difficult.to predict. Some of our mortgage backed sccurities, and many of our
bulk single-family loan purchases and purchased SBA loans and pools were acquired at a premium purchase price. In
accordance with applicable accounting rules, we will write-off such premiums when necessary due to loan prepayments
with respect to our held for sale lean portfolio and amortize such premiums over the expected lives of our mortgage
backed sccurities and loans held for investment. If the underlying assets we acquired or that secures our mortgage
backed securities prepays more rapidly than anticipated, we would have to write-off or amortize the premium on an
accelerated basis, which would adversely affect our profitability. '

' I

The carrying value of our residential mortgage loan servicing rights and our loan servicing income derived
from residential mortgage loan servicing rights may be adversely affected during periods of declining interest rates.
Owning residential mortgage loan servicing rights carries interest rate risk because its value and the total amount of
servicing fees earned, as well as the amortization of the investment in the servicing rights, fluctuates based on interest
rates and loan prepayments (affecting the expected average life of a portfolio of residential mortgage servicing rights).
The rate of prepayment of mortgage loans may be influenced by changing national and regional economic trends, such
as recessions or depressed real estate markets, as well as the difference between interest rates on existing mortgage loans
relative to prevailing mortgage rates. During periods of declining interest rates, many borrowers refinance their
mortgage loans. Accordingly, as prepayments of mortgage loans increase, the loan administration fee income related to
the residential mortgage loan servicing rights corresponding to a mortgage loan ceases as mortgage loans are prepaid.
Consequently, the market value of portfolios of residential mortgage loan servicing rights tends to decrease during
periods of declining intcrest rates, since greater prepayments can be expected, and as a result, the amount of loan
administration income received also decreases. See further discussion-at Item 7. “Mortgage Servicing Rights,” and at
Item 7A. “Interest Rate Risk” in this report. - o .. '
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We may have fluctuations in our quarterly resalts. Our financial results are subject to significant quarterly
fluctuations as a result of, among other things, our loan production, opening of new branch locations, development of
new products and services, premium amortization caused by prepayments of certain wholesale assets, such as our single-
family mortgage loans, guaraniced SBA loans and pooled securities and changes in interest rates. Qur operating results
will fluctuate significantly in the future as a result of a variety of factors, some of which are outside of our controi,
including general economic conditions, economic conditions in the financial industry, the effects of governmental
regulations and regulatory changes, capital expenditures and other costs relating to the expansion of operations, the
introduction of new services by us or our competitors and the mix of services sold. In response to a changing
competitive environment, we may elect from time to time to make certain pricing, service, or marketing decisions or
enter into strategic alliances or make investments that could have a material adverse effect on our business, results of
operations, financial condition and cash flow. Accordingly, our results of operations for any particular quarter are not
necessarily indicative of the results that may be achieved for any succeeding quarter or for the full fiscal year.

Our loan portfolio remains concentrated in real estate foans. Real estate lending (including commercial,
construction, land development, and residential) remains a large portion of our loan portfolio. These categories
constitute $973 million, or approximately 84% of our total loan portfolio as of December 31, 2006, Our business plan
calls for continued increases of commercial real estate, residential and commercial construction and land development
loans. A downturn in the real estate markets in which United Western Bank originates, purchases and services
mortgage and other loans could hurt its business because these loans are secured by real estate. United Western Bank’s
real property collateral is currently located throughout the United States although, as a result of our community banking
strategy, the amount of such collateral in the Colorado Front Range market is likely to increase. Real estate values and
real estate markets are generally affected by changes in national, regional or local economic conditions, fluctuations in
interest rates and the availability of loans to potential purchasers, changes in tax laws and other governmental statutes,
regulations and policies and acts of nature. If real estate prices decline, the value of real éstate collateral securing the
loans could be reduced. United Western Bank’s ability to recover on defaulted loans by foreclosing and selling the real
estate collateral would then be diminished and United Western Bank would be more likely to suffer losses on defaulted
loans. Any such downturn in the real estate markets could have a material adverse effect on our business, financial
condition and results of operations. )

We face strong competition from financial service companies and other companies that offer banking
services, which could hurt our business. Pursuant to our community banking business strategy, we expect to cxpand
our retail and commercial banking operations in the Colorado Front Range market. Increased competition within this
market may result in reduced loans and deposits. Ultimately, we may not be able to compete successfully against current
and future competitors. Many competitors offer the financial and banking services that we offer, or intend to offer, in the
Colorado Front Range market. Many of these competitors have larger balance sheets than ours and may be able to
compete more effectively than us due to their relative size. If we are unable to attract and retain banking customers, we
may be unable to achieve our anticipated loan and deposit growth and our business, financial condition and results of
operations may be adversely affected. Sce further discussion of competition at item 1. “Competition™ in this report.

The allowance for loan losses may not be adequate to cover actual losses and must be managed to provide
suifficient reserves to absorb probable losses in our loan portfolie. A significant source of risk arises from the
possibility that losses could be sustained because borrowers, guarantors and related parties may fail to perform in
accordance with the terms of their loans. The underwriting and credit monitoring policies and procedures that the
Company has adopted to address this risk may not prevent unexpected losses that could harm our business, financial
condition, results of operations and cash flows. Unexpected losses may arise from a wide variety of specific or systemic
factors, many of which are beyond the Company’s ability to predict, influence or control.

The Company maintains an allowance for loan losses to provide for loan defaults and nonperformance. The
Company’s allowance for loan losses may not be adequate to cover actual loan losses, and future provisions for loan
losses could materially and adversely affect our business, financial condition, results of operations and cash flows. The
allowance for loan losses reflects the Company’s estimate of the probable losses inherent in the loan portfolio at the
relevant balance sheet date. The Company’s allowance for loan losses is based on prior experience, as well as an
evaluation of the known risks in the current portfolio, composition and growth of the loan portfolio and economic
factors. The determination of an appropriate level of loan loss allowance is an inherently difficult process and is based
on numerous assumptions. The amount of future losses is susceptible to changes in economic, operating and other
conditions, including changes in interest rates that may be beyond the Company’s control, ‘and these losses may exceed
current estimates. We cannot assure you that the Company will not increase its allowance for loan losses further or that
regulators will not require United Western Bank to increase its allowance. Either of these occurrences could harm our
results of operations. Scc further discussion at ltem 7. “Asset Quality” and Allowance for Credit Losses” in this report.
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The mortgage loans that we hold are subject to risks of delinquency, foreclosure and loss, which could result
in losses to us. The residential and commercial mortgage loans held in our loan portfolio are secured by residential and
commercial propertics and are subject to risks of delinquency, foreclosure and loss of principal and interest. The ability
of a borrower to repay a loan secured by residential property typically is dependent primanly upon the income or assets
of the borrower. In addition, other factors that affect the risk of our mortgage:loan portfolio include:

property location and condition;

competition and demand for comparable properties;

changes in zoning laws for the property or its surrounding area;

environmental contamination at the property;

the occurrence of any uninsured casualty at the property;

changes in national, regional or local economic conditions;

declines in regional or local real estate values;

increases in interest rates and/or real estate tax rates;

changes in governmental rules, regulations and fiscal policies, including environmental leglslatlon
and tax laws; and o , .

s other events such as acts of God, natural disasters, war, terrorism, social unrest and civii disturbances.

In the event of any default under a mortgage loan held in our mortgage loan portfolio, we will bear a risk of
loss of principal to the extent of any deficiency between the value of the collateral that we can realize upon foreclosure
and sale and the principal and accrued interest of the mortgage loan and the cost of foreclosing on the related property.
Losses resulting from mortgage loan defaults and foreclosures could have a material adverse effect on our income and
cash flow from operations. e .

In the event of the bankruptcy of a mortgage loan borrower, the mortgage loan to such borrower will be deemed
to be secured only to the extent of the value of the underlying collateral at the time of bankruptcy, as determined by the
bankruptcy court. The lien securing the mortgage loan will be subject to the avoidance powers of the bankruptcy trustee
or debtor-in-possession to the extent the lien is unenforceable under state law. Foreclosure of a mortgage loan can be an
expensive and lengthy process that can have a substantial negative effect on_ our originally anticipated return on the
foreclosed mortgage loan. '

R -

We are exposed to risk of environmental liabilities with respect to properties to which we take title. In the
course of our business we may foreclose and take title to real estate and could be subject to environmental labilities with
respect to these properties. We may be held liable to a governmental entity or to third parties for property damage,
personal injury, investigation and clean-up costs incurred by these parties in connection with environmental
contamination, or we may be required to investigate or clean up hazardous or toxic substances or chemical releases at a
property. The costs associated with investigation or remediation activities could be substantial. In addition, if we are the
owner or former owner of a contaminated site, we may be subject to common law claims by third parties based on
damages and costs resulting from environmental contamination emanating from-the property. If we become subject to
significant environmental liabilities, our business, financial: condnmn results of operations and cash flows could be
materially adversely affected.

R ‘ .
. If we sell morigage loans or mortgage servicing rights and the underlying loan defaults, we may be liable to
the purchaser for unpaid principal and interest on the loan. In the ordinary course of selling mortgage loans -or
mortgage servicing rights and in accordance with industry standards, we make certain representations and warranties to
purchasers. If a loan defaults and there has been a breach of representations or warranties and we have no recourse
against a third party, we may become liable for the unpaid principal and interest on the defaulted loan. In such a case, we
may be required to repurchase the mortgage loan and bear any subsequent loss on the loan. When we purchase mortgage

_servicing rights or mortgage loans, we also are exposed to liability to the extent that an originator or other seller of the

servicing rights is unable to honor its representations and warranties to us. The Company has established a reserve for
repurchases that may be required in connection with loans we originated and sold in connection with the sale of our

,wholesale production platform in 2003.

If a loan ortgmawr ar seller of morigage loans and mortgage servicing rights breaches its representations
and warranties to us, we may be at risk if such seller does not have the financial capacity to pay for damages we
incur as a result of such breach or to repurchase any such loan. We generally receive representations and warranties
from the originators and sellers from whom we purchase mortgage loans and mortgage servicing rights, as well as in
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certain situations, contractually providing for recourse relating to performance of the loans we purchase. However, in
the event of an originator’s and/or scllet’s breach of such representations and warranties, we may be subject to the risk
of loss that may result from such a breach if the seller and/or originator does not have the financial capacity to pay for
any damages we incur or to repurchase loans when called upon by us to do so.

Curtailment of government guaranteed loan programs could affect our SBA business. Our SBA business
relies on originating, purchasing, pooling and selling government guaranteed loans, in particular those guaranteed by the
SBA. From time to time, the government agencies that guarantee these loans reach their internal limits and cease to
guarantee loans for a period of time. In addition, these agencies may change their rules for loans or the U.S. Congress
may adopt legislation that would have the effect of discontinuing or changing the programs. If changes occur, the
volumes of loans that qualify for government guarantees could decline, Lower volumes of origination of government
guaranteed loans may reduce the profitability of our SBA business.

Failure in our automated systems and controls could subject us to increased operating costs as well as
litigation and other liabilities. We depend heavily upon our automated systems and controls for our business and
operations. These systems and controls support the evaluation, acquisition, monitoring, collection and administration of
our loan and servicing portfolios, depository, general accounting and other management functions, as well as the
brokerage functions we perform. The failure of the automated systems, including a failure of data integrity or accuracy,
could have a material adverse effect on our business and financial condition.

The computer systems and network infrastructure we use could be vulnerable to unforescen problems. Our
operations are dependent upon our ability to protect our computer equipment against damage from fire, power loss,
telecommunications failure or a similar catastrophic event. Any damage or failure that causes an interruption in our
operations could have'an adverse effect on our financial condition and results of operations. In addition, our operations
arc dependent upon our ability to protcct the computer systems and network infrastructure utilized by us against damage
from physical break-ins, security breaches and other disruptive problems caused by the Internet or other users. Such
computer break-ins and other disruptions would jeopardize the security of information stored in and transmitted through
our computer systems and network infrastructure, which may result in significant liability to us and deter potential
customers. Although we, with the help of third-party service providers, intend to continue to implement security
technology and establish operational procedures to prevent'such damage, there can be no assurance that these security
measures will be successful. A failure of such security meaSures could have an adverse effect on our financial condition
and results of operations.

Any failure to prevent breaches of our computer and network security systems may result in customer
information being compromised and/or identity theft, which would have a material adverse effect upon our business.
We maintain personal and financial information about our current, past and potential customers on our computer systems
and network infrastructure, such as customer names, addresses, social security numbers, tax identification numbers, bank
account numbers, information on loan- applications and other sensitive personal and financial information about our
customers. In addition, our customers may use the Internet to connect to United Western Bank’s website to retrieve
information about their accounts and to conduct online transactions, such as online bill payments. If the security of our
encrypted computer systems and network infrastructure responsible for storing our customers' personal and financial
data and information or the security of our ontine banking Internet services is breached, then customer information could
be stolen and misused. Such misuse could include the loss of privacy resulting from the sale or disclosure of the
information to third parties, credit fraud or other consequences of identity theft to the customer. While we believe that
our current encrypted systems meet or exceed all commercial standards for network security, new criminal schemes or
capabilities could compromise or breach our systems and network infrastructure.. If our security measures fail to protect
our customer's information, our existing and future customer base may be adversely affected, we may become subject to
customer lawsuits, the public perception of us may be diminished, and our results of operations and financial condition
would be adversely affected.

We operate in a highly regulated environment and may be adversely affected by changes in laws and
regulations. We are subject to extensive regulation, supervision and examination. United Western Bank is regulated by
the OTS and the FDIC and we are also regulated by the OTS. United Western Bank also belongs to the FHLBank
System and, as a member of such system, is subject to certain regulations promulgated by the FHLBank of Topeka and
FHLBank of Dallas. Any change in the laws or regulations applicable to us, or in banking regulators’ supervisory
policies or examination procedures, whether by the OTS, the FDIC, the FHLBank System, the United States Congress or
other federal or state regulators could have a material adverse effect on our business, financial condition, results of
operations and cash flows.
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This regulation and supervision limits the activitics in which wc may engage. The purpose of regulation and
supervision is primarily to protect the FDIC's insurance fund and our depositors and borrowers, rather than our
shareholders. Regulatory authorities have extensive discretion in the exercise of their supervisory and enforcement
powers. They may, among other things, impose restrictions on the operation of a banking institution, the classification of
assets by such institution and such institution’s allowance for loan losscs. Regulatory and law enforcement authorities
also have wide discretion and extensive enforcement powers under various consumer protection and civil rights laws,
including the Truth-in-Lending Act, the Equal Credit Opportunity Act, the Fair Housing Act, the Real Estate Settlement
Procedures Act, the Home Mortgage Disclosure Act, the Truth-in-Saving Act, the Federal Trade Commission Act and
Colorado’s deceptive practices acts. These laws also permit private individual and class action lawsuits and provide for
the recovery of attorneys fees in certain instances. No assurance can be given that the foregoing regulations and
supervision will not change so as to affect us adversely. See further discussion at Item 1. “Regulation and Supervision”
in this report.

Sterling Trust is subject to regulation as a trust company and could be the subject of third party actions as a
result of the trust services if provides. As a Texas-chartered trust company, Sterling is subject to supervision, regulation
and examination by the Texas Department of Banking. Pursuant to applicable law, a Texas trust company, such as
Sterling, is subject to virtually all provisions of the Texas Banking Act as if the trust company were a state-chartered
bank. The activities of a Texas trust company are limited by applicable law generally to acting as a trustee, executor,
administrator, guardian or agent for the performance of any lawful act, and to lend and accumulate money when
authorized under applicable law. Sterling is also subject to Internal Revenue Service and Department of Labor
regulations. This regulation and supervision limits the activities in which Sterling may engage and the Texas
Department of Banking has supervisory and enforcement power with respect to Sterling’s operations. No assurance can
be given that the foregoing regulations and supervision will not change so as to affect Sterling or us adversely. See
further discussion at Item 1. “Regulation and Supervision.”

As a custodian of self-directed individual retirement accounts and other retirement accounts, Sterling does not
provide investment advice, nor does it maintain discretion, with regard to the investment choices made by its customers
and their representatives. Nevertheless, Sterling has been in the past, and may be in the future, subject to claims by third
parties regarding breach of contract, breach of fiduciary duty, or similar claims alleging violation of duty or law. While
we believe federal law and the laws of the various states in which we operate support our view of Sterling’s duties, or
lack thereof, in that regard, there can be no assurances that any third party that takes a contrary position will not prevail
in any litigation or other procceding challenging the matter. R

Qur ability to service our debt and pay dividends is subject to our ability to receive dividends from our
subsidiaries. We arc a scparate legal entity from our subsidiarics and do not have significant operations of our own,
We currently depend on our cash and liquidity as well as dividends from our subsidiaries to pay our operating expenses.
There is no assurance that our subsidiaries will continue to have the capacity to pay us the necessary dividends to satisfy
our obligations. The availability of dividends from United Western Bank is limited by various, statutes and regulations.
Depending upon the financial condition of United Western Bank and other factors, it is possible that the OTS could
- assert that the payment of dividends or other payments by United Western Bank are an unsafe or unsound practice. In
the event our subsidiarics are unable to pay dividends sufficient to satisfy our obligations, we may not be able to service
our debt, pay our obligations as they become due or pay dividends on our common stock. In such an event, an-inability
to receive dividends from our subsidiaries could have a material adverse effect on our-financial condition, results of
operations and prospects. ' -

‘o i

Significant legal actions could subject the Company to substantial liabifities. The Company is from time to
time subject to claims related to its operations. These claims and legal actions, including potential supervisory actions
by the Company’s regulators, could involve large monetary claims and significant defense costs. As a result, the
Company may be exposed to substantial liabilities, which could adversely affect the Company’s results of operations
and financial condition. - '

Risks Associated with General Economic Conditions

General economic conditions, whether regional or industry-related or due to a recession throughout the United
States, affect consumers’ decisions to buy or sell residences as well as the number of residential mortgage loan
delinquencies and foreclosures, the value of collateral supporting loan portfolios, administrative costs in evaluating and
processing loan applications and the costs and availability of funds that companies rely upon in order to make or
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purchase loans. Changes in the level of consumer confidence, real estate values, prevailing interest rates and investment
returns expected by the financial community could make loans of the types originated, purchased, serviced and sold by
the Company less attractive to borrowers or investors.

item 1B. Unresolved Staff Comments
None.
Item 2. Properties - —

We believe that all of our present facilities are adequate for our current needs and that additional space is
available for future expansion on acceptable terms. The following table sets forth certain information conceming the real
estate that we own or lease:

Square Monthly Rent or
Location Feet/Acres Owned/Leased Qccupant Mortgage Payment
) United Western Bancorp and various of its
Denver, CO 62,487  [eaged through October 31, 2016 subsidiaries $ 102,499
Phoenix, AZ 17,421 Leased through August 31, 2007 Matrix Financial ) 8,885
Highlands Ranch, CO 18 Leased Month to Month United Western Bancorp $ 2,400
Dallas, TX 6 Leased through April 6, 2007 United Western Bancorp 3 875
Thornton, CO . . 2,950 lLeased lhrm}gh April 2007 then month to  United Western Bank $ 3,000
month

Waco, TX 11,294  Leased through June 30, 2011 Sterling § 13,553
Waco, TX 8,116 Leased through June 30, 2011 Sterling 5 7,304
$t. Louis, MO 6,144 Leased through June 30, 2012 Equi-Mer Holdings, Inc. 5 14,125
St. Louis, MO 5,500 Owned ' Equi-Mor Holdings, Inc. N/A
St. Louis, MO 42,000 Owned Equi-Mor Holdings, Inc. ' N/A
Ft. Lupton, CO 389 Lots  Owned Matrix Funding Corp. N/A
Denver, CO 6,492  Leased (land lease) : United Western Bank — Cherry Creek Bank 5 2,500
Boulder, CO 5,492 Leased (land lease) . United Western Bank — Boulder Bank 5 1,356
Fort Collins, CO 2272 Leased United Western Bank — Fort Collins office $ 5364

Fort Collins, CO 1.27 Acres  Owned Vacant Land N/A

] '
The Company guarantees an additional 23,171 square feet of office space at the Denver location (700 17th Street, Denver, CO 80202) pursuant to the sale and

leaseback of the building, whic'h closed on Septernber 29, 2006. See note 21 to the consolidated financial statements in this report.

Item 3. Legal Proceedings

General. We are from time to time party to various litigation matters, in most cases involving ordinary and
routine claims incidental to our business. We accrue for contingent liabilities with respect to litigation matters in
accordance with the requirements of SFAS No. 5, “Accounting for Contingencies”, which generally requires the
Company to accrue a loss for a litigation matter involving a contingent liability if the loss is probable and the amount of
the loss is reasonably estimable. In order to determine whether the two conditions necessary for accrual are met,
management necessarily makes a number of judgments and assumptions. Because the outcome of most litigation
matters is inherently uncertain, the Company will generally only accrue a loss for a pending litigation matter if, for
example, the parties to the matter have entered into definitive settlement agreements or a final judgment adverse to the
Company has been entered.’ ,

In many cases, these settlements or final judgments are not materiai to the consolidated financial position,
results of operations or cash flows of the Company. Nevertheless, an adverse decision in certain matters, as described
below, may have a material, adverse impact on our consolidated financial position, results of operations or cash flows.

. United Western Bancorp. United Western Bancorp, The Vintage Group, Inc., Vintage Delaware Holdings,
Inc., United Western Bank, and Guy A. Gibson, currently Chairman of the Board and formerly President and CEO of
United Western Bancorp, Richard V. Schmitz, formerly the Co-Chief Executive Officer and Chairman of the Board of
United Western Bancorp, and D. Mark Spencer, formerly the President, Co-Chief Executive Officer and a director of
United Western Bancorp, were named defendants in an action filed in November 2000 styled Roderick Adder[ey, etal v.
Guy A. Gibson, et al. pending in the District Court of Tarrant County, Texas (“Adderley II”), secking to impose joint
and several liability on these defendants for the former judgment against Sterling in Roderick Adderley, et al. v. Advance
Financial Services, Inc., et al. (“Adderley 1"). This case has settled and is now closed. See “--Sterling” below.
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United Western Bancorp, United Western Bank, The Vintage Group, Inc. and Vintage Delaware Holdings, Inc.
have also been named as defendants in the Munoz matter described below. See “--Sterling.”

United Western Bank. A former customer of United Western Bank is a debtor in a Chapter 11 proceeding
under the Bankruptcy Code styled In re Apponline.com, Inc. and Island Morigage Network, Inc. pending in the United
States Bankruptcy Court for the Eastern District of New York. Prior to the bankruptcey filing, United Western Bank had
provided-the customer, Island Mortgage Network, Inc., with a purchase/repurchase facility under which United Western
Bank purchased residential mortgage loans, with Island Mortgage having the right or obligation to repurchase such
mortgage loans within a specified period of time. United Western Bank initiated an adversary claim in the Bankruptcy
Court against the State Bank of Long Island (“State Bank”) seeking to rccover losses sustained by United Western Bank
as a result of the fraud perpetrated by Island Mortgage. State Bank, among other things, was the depository bank for
Island Mortgage. In the fourth quarter of 2005, United Western Bank agreed to settle its claims against State Bank in
return for payment by State Bank to United Western Bank of $475,000, and this adversary procceding is now closed
with respect to United Western Bank.

Sterling. Sterling was named a defendant in an action filed July 1999 styled Roderick Adderley, et al. v.
Advanced Financial Services, Inc., et al. that was tried in Tarrant County, Texas district court in the spring of 2000. As
previously disclosed, on December 22, 2005, Sterling entered into a Final Compromise Settlement Agreement and
Release in connection with Adderley I. Under the settlement agreement, Sterling paid an aggregate of $3,150,000 to the
plaintiffs in final settlement of all of the plaintiffs claims against all of the defendants in the Adderlcy | action and the
related action described below, including a full release from each plaintiff in favor of each defendant in both actions. A
related action, Adderley I1, that had been abated by agreement of the parties pending final outcome of the Adderley 1
case, was also dismissed pursuant to the settlement agreement. The Agreement was also made for the benefit of United
Western Bancorp, Inc. and United Western Bank, each of which is a signatory to the Agreement and cach of which had
been named a defendant in the related action, Although not signatories to the Agreement, the Agreement was also made
for the benefit of The Vintage Group, Inc. and Vintage Delaware Holdings, Inc., two subsidiaries named as defendants
in the related action; and Guy A. Gibson, current Chairman of the Board of Umted Western Bancorp, D. Mark Spencer,
former President, Co-CEQ and director of United Western Bancorp, and Richard V. Schmitz, former President, Co-CEO
and dircctor of United Western Bancorp.

Sterling was named a defendant in scveral putative class action lawsuits instituted in November 2000 by one
law firm in Pennsylvania. The styles of such lawsuits are as follows: Douglas Wheeler, et al. v. Pacific Air Transpori, et
al.; Paul C. Jared, et al. v. South Mountain Resort and Spa, Inc., et al.; Lawrence Rehrig, et al. v. Caffe Diva, et al.;
Merrill B. Christman, et al. v. Millennium 2100, Inc., et al.; David M. Veneziale, et al. v. Sun Broadcasting Systems,
inc., et al.; and Don Glazer, et al. v. Technical Support Servs., Inc., et al. Al of such lawsuits were originally filed in
the United States District Court for the Western District of Pennsylvania. On April 26, 2001, the District Court for the
Western District of Pennsylvania orderced that all of such cases be transferred to the United States District Court for the
Western District of Texas so that Sterling could properly present its motion to compel arbitration. Sterling filed separate
motions to compel arbitration in these actions, all of which were granted. Each of the six plaintiffs timely filed
arbitration demands with the American Arbitration Association. The demands seck damages and allege Sterling
breached fiduciary duties and was negligent in administrating each claimant’s self-directed individual retirement account
holding a nine-month promissory note. Each of these arbitration actions has been abated pending the outcome of the
Munoz matter described below.” Sterling believes it has meritorious defenses and is defending the matters vigorously.
The ultimate legal and financial liability of the Company, if any, in this matter cannot be estlmated with certainty at this
time,

Sterling, United Western Bancorp, United Western Bank, The Vintage Group, Inc. and Vintage Delaware
Holdings, Inc. have been named a defendant in an action filed in December 2001 styled Heraclio A. Munoz, et al. v.
Sterling Trust Company, et. al. that is pending in Superior Court of the State of Catifornia. The complaint seeks class
action status, requests unspecified damages and alleges negligent misrepresentation, breach of fiduciary duty and breach
of written contract on the part of Sterling. In the fourth quarter of 2005, Sterling was granted summary judgment as to
all claims against it by the plaintiffs. The order granting summary judgment in favor of Sterling was formally entered
with the court in April 2006.- The plaintiffs filed a notice of appeal with the court in September 2006, The plaintiffs’
appeal brief is scheduled to be filed with the appellate court on March 27, 2007. In the event such decision in favor of
Sterling were overturned by the appellate courts, the Company continues to believe it has meritorious defenses and will
continuc to defend the matter vigorously. The ultimate legal and financial llablllty of the Company, if any, in this
matter cannot be estimated with certainty at this time.
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Item 4.

@)

Item 5.
Securities

January 1 through
January 31, 2006 4,184,277 $ 19.00 4,184,277 (1) -
February 1 through '

November 30, 2006 - - : - ; : _
December 1 through

Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter ended December 31, 2006.

PART II

Market for Registrant’s Commeon Equity, Related Stockholder Matters and Issuer Purchases of Equity

Issuer Purchases of Equity Securities

Total Number of Maximum Number
Total Number Shares Purchased as  of Shares that may
of Shares Average Price part of Publicly yet be purchased
Purchased Paid per Share Announced Plan under the Plan

.

December 31, 2006 300,000 $ 19.50 300,000 (2) 77,829
Total 4,484,277 $ 19.03 4,484,277 77,829
(1) Purchase of common stock was made pursuant to the Private Placement and Tender Offer announced

December 9, 2005 and discussed further in Item 1. “Establishment of Community Banking Identity” above.
The repurchase was limited to the net funds of the private placement offering. The tender offer was completed
January 23, 2006. There will be no further, repurchases of stock under the announced private placement and
tender offer.

Purchase of 300,000 shares of common stock was made pursuant to the Company’s announced open market
stock repurchase plan. On November 13, 2006, the Company’s Board of Directors authorized the repurchase of
up to five percent of the Company’s outstanding common stock. There were 7,556,573 shares outstanding at
the time the repurchase was approved. Management intends to repurchase the remaining available shares from
time to time in the marketplace based on the price of our common stock, our capital ratios, liquidity and other
relevant factors.

Our common stock, $0.0001 par value, is traded on the NASDAQ Global Market under the symbol “UWBK.”

The following table sets forth the high and low sales prices for our common stock on the NASDAQ Global Market for
the periods indicated. '

- : Market Price
Quarter Ended: : High ~Low

December 31, 2006 $ 2128 3. 19.00 .
September 30, 2006 23.89 21.28 ‘
June 30, 2006 23.89 21.25

March 31, 2006 , 2390 18.70

December 31, 2005 $ 1943 3 1252

September 30, 2005 ‘ 13.79 12.50

June 30, 2005 : _ : 1359 | 1175 )
March 31, 2005 ' ' A 12.90 12.00 )

On March 9, 2007, the closing price of our common stock was $23.99 per share. Also, as of that date, the

approximate number of holders of record of our common stock was 78. This number does not include beneficial owners
who hold their shares through nominees or in “street” name. -
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As discussed in Item 1. “Establishment of Community Banking Identity”, on December 9, 2005, we sold
5,120,000 shares of our common stock to “accredited investors™ in a private offering exempt from registration under the
Securitics Act of 1933. We entered into a registration rights agreement on December 9, 2005 with the placement agent
in the private offering in which we agreed, for the benefit of the investors in our common stock in the private offering, to
file a registration statement with the SEC with respect to resales of the common stock sold in the private offering. We
also agreed to use our reasonable best efforts 1o keep the registration statement effective for two years or such earlier
date as all of the common stock purchased under the private offering has either been sold pursuant to this registration
statcment or may be sold without registration under the Securities Act of 1933, We used the net proceeds from this
private offering to fund our issuer tender offer, which commenced December 21, 2005 and closed January 23, 2006, We
purchased 4,184,277 of our common stock at $19.00 in the issuer tender offer.

In November 2006, the Board of Directors of the Company authorized the repurchase of up to five percent of
the Company’s outstanding Common Stock. There were 7,556,573 shares outstanding at the time the repurchase was
approved, and as shown above 300,000 shares of the 377,829 shares of common stock authorized for repurchase have
been repurchased to date. Management intends to repurchase the remaining available shares from time to time in the
market place based on the price of our common stock, our capital ratios, liquidity and other relevant factors. Our ability
to repurchase stock is further limited due to various provisions in United Western Bancorp's debt instruments, the most
restrictive of which is our bank stock loan. Although we have no present plans (o repurchase additional shares beyond
those already authorized, management may seek authorization to make further purchases from our Board of Directors in
the future. ‘ :

On February 20, 2007, the Board of the Directors initiated the first cash dividend in the Company’s history.
The cash dividend of $0.06 per share of common stock was paid on March 14, 2007, to sharcholders of record- of United
Western Bancorp, Inc.’s common stock on March 5, 2007. The Company anticipates the payment of regular quarterly
dividends; however, the ability of the Company to declare and pay a dividend prospectively will depend on a number of
factors, including our future eamnings, capital requirements, financial condition and future prospects and such other
factors that our Board of Directors may deem relevant. Our ability to pay dividends is restricted by the same provisions
that restrict our ability to repurchase our stock, as described in the immediately preceding paragraph. Additionally,
United Western Bancorp is prohibited from paying dividends on its commeon stock if the scheduled payments on our
Jjunior subordinated debentures and trust preferred securities have not been made. See Item 7. “Liquidity” and “Capital”
and Notes 15 and 16 to the consolidated financial statements included in this report. The ability of Sterling, First Matrix
and United Western Bank to pay dividends to United Western Bancorp may be restricted due to certain regulatory
requirements. Sce Item 1. “Business—Regulation and Supervision™ in this report.

The following table provides information as of December 31, 2006 regarding compensation plans (including
individual compensation arrangements) under which equity securities of the Company are authorized for issuance. For
further information, see Note 20 to the consolidated financial statements included in this report.

. Number of securities . Number of securities remaining
to be issued upon Weighted average available for future issuance under

exercise of outstanding exercise price of equity compensation plans
. options, warrants and outstanding options, (excluding securities reflected in
Plan Category rights warrants and rights column (a))
(a} (b (c}
Equity compensation plans approved by
security holders Q] 730,674 $20.07 647,091

(1) Column (a) includes the options granted under the 1996 Amended and Restated Stock Option Plan and the 2006 Special
Stock Option Plan. Column (¢) includes 457,144 shares that are available for future issuance under the 1996 Amended and Restated
Stock Option Pian and 189,947 shares that are available under the Company’s 1996 Employee Stock Purchase Plan (“ESPP™). There
are no shares remaining under the 2006 Special Stock Option Plan. Column (a) does not include securities approved by sharcholders
under the Company’s ESPP, which has a shareholder approved reserve of 400,000 shares. Under the ESPP, each eligible employee
may purchase a limited number of sharcs of common stock at annual intervals each year at a purchase price per share equal to 85% of
the fair market value of the Company’s common stock as of either the beginning or ending date of the annual purchase period.
Participation under the ESPP was suspended for 2005 and 2006. The Company re-implemented the ESPP effective January 1, 2007.

B H
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Performance Graph

The performance graph below compares the cumulative total shareholder return on United Western Bancorp, Inc.
common stock with the cumulative total return on the equity securities of companies included in the SNL $1 billion to
$5 billion Thrift Index and the Russell 2000 Index. The graph assumes an investment of $100 on December 31, 2001
and reinvestment of dividends on the date of payment without commissions. The performance graph represents past
performance and should not be considered to be an indication of future performance.

Cumulative Tc;lal Returns
on $100 Investment Made Decombeor 31, 2001

00

—&— United Wes®ern Bank
—a— SNL $1B-3$58 Thritindex

—a— Russell 2000 ) /——/

200

. ez Vabue

100

D] T r -
12301 12131402 1213103 1273104 12131105 12/31/06

Period Ended
Index 12731/01  -12/31/02 12/31/03 12/31/04 12/31/03 12/31/06
* United Western Bancorp, Inc. $ 10000 3 90.14 $ 881 § 11914 §$ 179.14 3 19038 .
SNL $1B-$5B Thrift Index 110'0.00 128.06 192.07 217.67 215.77 248.17

Russell 2000 100.00 79.52 117.09 138.55 144.86 171.47

Item 6. Selected Financial Data

SELECTED CONSOLIDATED FINANCIAL AND OPERATING INFORMATION
OF UNITED WESTERN BANCORP, INC.

The following selected consolidated financial data and operating information of United Western Bancorp, Inc.

and subsidiaries should be read in conjunction with the consolidated financial statements and notes thercto.and Item.7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” each of which is included
elsewhere in this report.
Information presented in this table is from continuing operations. This information excludes, for all periods presented,
the results of Matrix Bancorp Trading, Inc., a former brokerage subsidiary, which we sold certain assets and the
operations effective March 31, 2006, and ABS School Services, LLC, our former school services subsidiary, which we
sold to former executive officers of the Company on May 5, 2006. Both of these dispositions were part of our strategy
to divest certain non-core operations of the Company and are reported as discontinued operations. This information also
excludes the financial results of the wholesale production platform for all of the years presented. The platform was sold
in 2003 and is also treated as discontinued operations. The results from continuing operations include, however, the
operations of Matrix Asset Management Corporation in which our majority interest was sold in 2004, and the equity
earnings generated by our joint venture investment in Matrix Scttlement and Clearance Services, LLC in which our
intcrest was sold in 2004. The results from continuing operations as reflected herein are not necessarily reflective of the
financial results that might have occurred had the dispositions referred to above actually been completed on the indicated
date, and are not indicative of any future results. '
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As of and for the
Year Ended December 31,
2006 . 2005 2004 2003 2002
{Dollars in thousands, except per share data)

Statement of Operations Data

Net interest income before provision for credit losses  § 55,517 b 44,630 $ 39,802 3 37,399 $ 38,794
Provision for credit losses 2,341 1,490 2,914 3,591 1,791
Net interest income after provision for credit losses 53,176 43,140 36,888 33,808 37,003
Noninterest income: .
Loan administration . 7,749 . 10,103 15,253 21,668 27,359
Brokerage 583 1,737 3,657 4,457 2,372
Custodial and administration services 6,833 7,217 - 7,853 6,781 5,345
Real estate disposition services 168 1,391 7,786 6,624 4,153
Gain on sale of loans and securities 685 2,002 6,586 14,267 5,419
Gain on sale of assets 3,100 300 31,767 ) - -
Gain on sale of mortgage servicing rights, net - - - - 675
Litigation settlements 2,550 764 - - -
Other i 7,347 4,753 . 5,650 6,839 4,361
Total noninterest income - 29,015 . 28,267 78,552 . 60,636 49,684
Noninterest expense 68,685 . 73,683 84,620 95,147 98,337
Income (loss) from continuing operations before
_income taxes 13,506 (2,276} 30,820 (703) (11,650}
Income tax expense(benefit) 3,593 " (2,414) 10,817 (690) {4.951)
Income (loss} from continuing operations $ 9,913 s 138 3 20,003 3 (13 5 {6,699)
Income (loss) from continuing operations per share
assuming dilution(1) 5 127 - 8 0.02 $ 3.02 $ - % (1.04)
Weighted average common shares assuming diluticn 7,791,516 7,036,128 6,630,006 6,539,195 6,462,272
Balance Sheet Data : s
Total assets - $ 2,156,548 ) 2,079,388 S 1,888,860 $ 1,723,924 $ 1,701,405
Securities 818,979 540,194 316,367 152,508 29,073
Total loans, net . : 1,155,721 1,353,385 1,369,539 1,344,256 1,393,810
Mortgage servicing rights, net ' 15,399 20,708 26,574 ’ 39,744 63,200
Deposits(2) 1,345,681 11,124,044 1,119,159 ’ 974,059 933,957
Custodial escrow balances 40,017 49,385 51,598 85,466 -151,790
FHLBank borrowings 519,431 615,028 506,118 458,204 385,785
Other borrowings 116,216 90,953 93,408 114,495 125,903
Total shareholders' equity(3) 107,753 180,728 92,315 69,684 66,936

Operating Ratios and Other Selected Data
Return from continting operations on average

total assets(4) 0.46 % 0.01 % 1.11% 0.00% (0.40)%
Rewum from continuing operations on average

equity(4) 8.92 0.14 ‘ 24.70 (0.02) (9.69)
Average equity to average total assets(4) : "5.12 5.07. 448 - 399 4.13
Net interest margin(4)}(3) 2.74 2.44 2.57 ) 2.58 2,78
Operating efficiency ratio(6) 74.71 92,05 ' 58.27 66.91 C 6775
Total amount of loans purchased for sale $ 217,760 $ 1,167,953 8§ 1,738,181 3 1,636,986 $ 1,127,632
Balance of owned servicing portfolio (end of period) 1,313,064 1,717,998 2,258,840 . 3,183,536 5,333,627
Trust assets under administration {end of period) 3,795,317 . 3,079,117 18,195,726 : 13,280,435 7,876,329

’ ¢ ‘ . + -

Ratios of Earnmgs (o Fixed Chargcs{T) ) .
Including interest on deposits 1.22x 0.95x 1.97x 0.98x 0.72x
Excluding interest on deposits : 1.35x 0.92x 2.45x 0.96x 0.42x
Loan Performance Ratios and Data : t
Allowance for credit losses ) 8,762 $ 9,997 $ 11,172 b 9,789 § 9,343
Nonperforming loans(8) - i 8,398 16,894 ’ 31,345 31,450 30,818
Nonperforming loans/total loans(8) 0.72 % 1.24 % 2.27%. 2.32% 2.20%
Nonperforming assets/total assets(8) 0.64 1,03 182 ° 2.32 2.30
Net loan charge-offs/average loans(4) 0 29 - 0.20 0.14 0.23 0.21
Allowance for credit losses/ . .

total loans : E 0.75 0.73 xS 0.72 - 0.67
Allowance for credit losses/ ) . .

nenperforming loans ' 104.33 59.17 3564 N3 30.32

1 1
(1) Net income (loss} per common share assurning dilution is based on the weighted average number of common shares outstandmg during each
period and the dilutive effect, if any, of stock options and warrants outstanding, There are no other dilutive securities.
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(2) At December 31, 2006, 2005, 2004, 2003 and 2002, the total balance of brokered deposits was $25.7 million, $42.5 million, 3247.9 million,
$104.6 million, and $327.3 million respectively.

(3)  Total Shareholders® Equity at December 31, 2005 includes approximately $87.0 million in proceeds from the private offering. The Company
used approximately $79.5 million of the proceeds in January 2006 to complete the issuer tender offer and purchase shares of the Company’s
common stock. This use of proceeds reduced lotal shareholders equity in January 2006. See further discussion at Item [., “Establishment of
Community Banking Identity.”

{4)  Calculations are based on average daily balances where available and monthly averages otherwise.

(5}  Net interest margin has been calculated by dividing net mterest income from continuing operations before provision for credit losses by average
interest-eaming assets.

(6)  The operating efficiency ratio has been calculated by dividing noninterest expense from continuing operations, excluding amortization of
mortgage servicing rights, by operating income from continuing operations. Operating income from continuing operations is equal to net
interest income before provision for credit losses plus noninterest income.

(7)  For purposes of calculating the ratio of camings to fixed charges, carnings consist of income from continuing operations before taxes plus
interest and rent expense. Fixed charges consist of interest and rent expense. | '

(8)  See “Management's Discussion and Analysis of Financial Condition and Resilts of Operations—Asset Quality™ fora discussion of the level of
nonperforming loans. :

Fourth Quarter Results

Net income for the fourth quarter of 2006 was $3.7 million or $.50 per diluted share compared to net income of
$2.0 million for the third quarter or $.27 per diluted share. The Company reported a loss of $6.0 million or ($.76) per
diluted share in the fourth quarter of 2005. On a linked quarter basis, net income increased $1.7 million. The increase
in income was duc to several factors the largest of which was the gain from the exercise of our put option on our
retained 25% interest in Matrix Asset Management, LLC (“MAM™). We realized a pre-tax gain of $2.7 million on this
sale, $1.7 million after tax, or $.23 per diluted share.

Continucd planned growth in our community bank loan portfolio and securities portfolio, combined with the
retirement of a portion of our long term debt and a change in the composition of other interest bearing liabilities,
contributed to a $1.6 million increase in net interest income before provision for credit losses, or 12%, between the third
and fourth quarters. Net interest income before provision for credit losses totaled $15.1 million for the quarter ended
December 31, 2006, compared to $13.5 million for the quarter ended September 30, 2006. Our net interest margin was
2.92% for the fourth quarter of 2006 compared to 2.66% for the third quarter of 2006. This 26-basis-point increase in
net interest margin between the third and fourth quarters of 2006 was due to the increase in outstanding community bank
loans of $37 million since the commumty bank loans have higher ylelds than our wholesale assets, which are rurmmg off
and being replaced. "

On a year to year basis, the 46-basis-point increase in net interest margin from 2.46% for the quarter ended
December 31, 2005 to 2.92% for this year is due to the same factors described above as well as the increased volume of
interest-earning assets. :

The provision for credit losses was $82,000 for the quarter ended December 31, 2006, compared to $380,000
for the quarter ended December 31, 2005. The decrease in provision in the fourth quarter was due to the resolution of
non-performing loans and resultant improvement in asset quality that occurred in the period.

Noninterest income was $7.1 million for the quarter ended December 31, 2006, compared to $6.1 million for
the quarter ended December 31, 2005 and $7.2 million for the quarter ended September 30, 2006. The increase in the
year-over-year period was due principally to the gain from the sale of our 25% interest in MAM, discussed above, which
was partially offset by continued clcclmmg loan administration income that is associated with our rcducmg mortgage
servicing portfolio. Noninterest income is relatively unchanged from the third quarter 2006, as in that period we
monetized $15 million of New Market Tax Credits upon which we earned a fee of approximately §1.6 million. In the
third quarter of 2006, we also realized approximatety $300,000 as gain on sale of property.

Noninterest expense was $17.3 million for the quarter ended December 31, 2006, compared to $28.9 million for
the quarter ended December 31, 2005, and $17.5 million for the quarter ended September 30, 2006. Between the fourth
quarters 2006 and 2005, the principal factors contributing to the $11.6 million decrcase were the settlement of litigation
at Sterling in the amount of $3.1 million in 2005, a $2.3 million charge to write down our held for sale single-family
residential loan portfolio to the lower of cost or market {“LOCOM”) in 2005 and lower compensation costs associated
with the “Establishment of Community Banking Identity” discussed above this year. In comparing the fourth quarter
and the third quarter 2006, the prmcnpal factors that contributed to the $200,000 decrease in noninterest expenses were a,
$344,000 decline in mortgage servicing rights amortization due to the absolute decline in the mortgage servicing rights,
and a $434,000 decline in occupancy expense due to sale of our tower, ‘which reduced certain landlord expenses, as well
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as approximately $294,000 of amortization of our deferred gain from the sale of our headquarters building in 2006.
Offsetting most of these declines was an increase of $853,000 in compensation caused by increased community bank
loan production, new banking professionals hired in the period, and year end incentive compensation.

Income tax expensc was $1.1 million for the quarier ended December 31, 2006, compared to a benefit of
$5.2 million for the quarter ended December 31, 2005 and $900,000 for the quarter ended September 30, 2006. Our tax
rate was 22.3%, 45.7% and 30.2% for those same periods respectively. The decline in the tax rate between the third and
fourth quarters of 2006 was due to the deployment of approximately $10 million of New Market Tax Credits at United
Western Bank, which lowered our taxes by approximately $308,000 and the resolution of a tax contingency, which
towered our taxes by approximately $198,000.

[tem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following is a discussion and analysis of our financial position and results of operations and should
be read in conjunction with the information set forth under Item 1A, “Risk Factors,” and our consolidated
financial statements and notes thereto included in Item 8 in this report.

Overview

For the year ended December 31, 2006, earnings were $11.7 million compared to $1.6 million for the year
ended December 31, 2005, an increase of $10 ! million, or 648%. Diluted earnings per share for 2006 increased 582%
to $1.50 compared to $.22 per share in 2005.

Income from continuing operations was $9.9 million for the year ended December 31, 2006 compared to
$138,000 for the year ended December 31, 2005, Dlluted earnings per share from continuing operations for 2006 was
$1.27 compared to $.02 per share in 2005.

The pnmary source of the Company’s net revenue is net interest income after prov1snon for credit losses, which
is the difference between total interest earned on interest earmng assets and total interest incurred on interest bearing
liabilitics less provision for credit losses. Our net income is also significantly affected by other income and other
expenses. The provision for loan losses reflects the amount added to the allowance for loan losses that we believe is
needed to ensure the allowance is adequate to cover pmbab]e inherent losses in the loan portfolio. Non-interest income
or other income consists of loan administration fees, custodial and administrative service fees, net gains on sale of assets,
net gains on sale of loans and securities, brokerage fees, litigation settlements, and other operating income. Other
expenses includes compensation and employee benefits, subaccounting fees, amortization of mortgage servicing rights,
occupancy and equipment, mortgage servicing rights, subservicing fees, professional fees, data processing, and other
operating expenses,

Net interest income can change significantly from period to period based on levels of interest rates, customer
prepayment patterns, the volume and mix of interest earning assets and the volume and mix of interest bearing liabilities.
The provision for credit losses is dependent on changes in the loan portfolio and management’s assessment of the
collectibility of the loan portfolio, as well as economic and market conditions. Other income and other expenses are
impacted by growth of operations and growth- in the number of accounts through the execution of our community
banking business strategy. Growth in operations affects other expenses as a result of additional employees and increases

' m our regional banking office locations. Growth in the number of accounts affects other income, including certain fees
as well as other expenses such as data processmg, supplies, postage telecommunications and other miscellaneous
expenses . .

Critical Accounting Policies

i
The Company “and its subsndlarles have established various accountlng policies whlch govern the application of

accounting principles generally accepted in the United States of America in the preparatmn and presentation of the
Company’s consohdated financial statements. The significant accounting policies of the Company are described in
Note 2 of the consohdatcd financial statements, and along with the disclosures presented in the other financial statement
notes, provide information on how significant assets and liabilities are valued in the finandial statements and how those
values are determmed Certain accounting policies involve significant judgments, assumptions and estimates by
management that have a material impact on the carrying value of certain assets and liabilities, which management
considers to be critical accounting policies. The judgments, assumptlons and estimates used by management are based
on historical experience, knowledge of the accounts and other factors, which are believed to bé reasonable under the
circumstances. Because of the nature of the judgments and assumptions made by management, actual results could
differ from these Judgmcnts and ecstimates, which could have a material impact on the ,carrying values of assets and
liabilities and the results of operations of the Company.
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Allowance for Credit Losses. The Company currently’ views the determination of the allowance for credit
losses as a critical accounting policy that requires significant judgments, assumptions and estimates used in preparation
of its consolidated financial statements. The allowance for credit losses is management’s estimate of probable credit
losses that are inherent in the loan portfolios. Management takes into consideration factors such as the fair value of the
underlying collateral and the amount and timing of expected future cash flows on impaired loans, estimated losses on
pools of homogeneous loans based on historical loss experience, the collective experience of our credit risk management
team and consideration of current economiic trends and conditions.

The atlowance for credit losses consists of four components, pools of homogencous single-family loans with
similar risk characteristics, pools of homogenous community bank loans with similar risk characteristics (i.e.,
multifamily, residential and commercial construction and development, commercial rcal estate and commercial),
individually significant loans that are measured for impairment and a-component representing an estimate of inherent,
but probable undetected losses, which also contemplates the imprecision in the credit risk models utilized to calculate the
allowance.

Pools of homogeneous singlc-family loans with similar risk characteristics are assessed for probable losscs
based on loss migration analysis where loss factors are updated regularly based on actual expericnce. The analysis
examines historical loss experience and the refated internal gradings of loans charged off. The loss migration analysis
also considers inherent but undetected losses within the portfolio.

Pools of homogencous community bank loans with similar risk characteristics (i.e. multifamily, residential and
commercial construction and development, commercial real estate and commercial) are asscssed for probable losses
based on loss migration analysis where loss factors are updated regularly based on our own loss experience, the
collective experience of our credit risk management team, loss rates at selected peer community banks and industry data.
The analysis also incorporates the related internal gradings of loans charged off and other factors including our asset
quality trends and national and local economic conditions.

The ﬁbr_tion of the allowance established for loans measured for impairment reflects expected losses resulting
from analyses developed through specific allocations for individual loans. The Company considers a loan impaired
when, based on current information and events, it is probable that it will be unable to collect all amounts due according
to the contractual terms of the loan. Estimated fair value is typically measured using the fair value of collateral, as such
loans are usually collateral dependent, but may be measured using either the present value of expected future cash flows
discounted using loan rate, or the market price of the loan. All loans considered impaired are included in nonperforming

“loans. The Company evaluates its residential loans collectively due to their homogeneous nature. Accordingly,

potential impaired loans of the Company includc only community bank loans such as multifamily, residential and
commercial construction and development, commercial real estate and commercial loans classificd as nonperforming
loans.

The last component of the allowance for credit losses is a portion which represents the estimated inherent but
undetected probable losses, and the imprecision in the credit risk models utilized to calculate the allowance. This
component of the allowance is primarily associated with community bank loans and is reflective of the uncertainty
retated to the recent growth in the community bank loan portfolio, general economic cenditions and ongoing uncertainty
with respect to a small number of individually large loans. .

Loan- losses are charged against the allowance when the loan is considered uncollectible. In the opinion of
management, the allowance is adequate to absorb the inherent losscs in the current loan portfolio. '

There are many factors affecting the allowance for loan losses; some are quantitative while others require
qualitative judgment, Although management believes its process for detcrmining the allowance adequately considers all
of the potential factors that could potentially result in credit losses, the process includes subjective clements and may be
susceptible to significant change. To the extent actual outcomes differ from management estimates, additional provision
for credit losses could be required that could adverscly affect earnings or financial position in future periods.

Litigation. The Company also considers the judgments and assumptions concerning litigation as a critical
accounting policy. From time to time the Company is named as a defendant in various legal proceedings. Most of these
cases involve ordinary and routine claims incidental to our business. We accrue for contingent liabilitics with respect to
litigation matters in accordance with the requircments of SFAS 5, which generally requires the Company to accruc a loss
for a litigation matter involving a contingent liability if the loss is probable and the amount of the loss is reasonably
estimable. See a full description of such proceedings at Item 3. “Legal Proceedings.” With respect to all pending
litigation matters, our ultimate legal responsibility, if any, cannot be cstimated with certainty. Based on the ultimate
outcome of such proceedings, it is possible that future results of operations and financial position for any particular
quarterly or annual period could be materially affected by changes in our assumptions related to such proceedings.
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Valuation of Morigage Servicing Rights and Loans Held for Sale. The Company also considers its LOCOM
valuations which apply to the valuation of mertgage servicing rights and loans held for sale to be a critical accounting
policy that requires use of judgments, assumptions and estimates. Qur mortgage servicing portfolio does not trade in an
active open market with readily observable market prices, Although sales of mortgage servicing rights do occur, the
exact terms and conditions may not be readily available. As such, mortgage servicing rights are established and valued
in accordance with SFAS 140 using discounted cash flow modeling techniques that require management to make
estimates regarding future net servicing cash flows, taking into consideration actual and expected morigage loan
prepayment rates, discount rates, servicing costs, and other economic factors. The expected and actual rates of mortgage
loan prepayments are the most significant factors driving the value of mortgage servicing rights asset. Increases in
mortgage loan prepayments reduce estimated future net servicing cash flows because the life of the underlying loan is
reduced. In determining the fair valuc of the mortgage servicing rights, mortgage interest rates, which are used to
determine prepayment rates, and discount rates are held constant over the estimated life of the portfolio. Expected
mortgage loan prepayment rates are derived from a third-party model and may be adjusted 1o reflect the specific
characteristics of the Company's portfolio. Mortgage servicing rights are carried at the lower of the initial capitalized
amount, net of accumulated amortization, or fair value. Management compares its fair value estimates and assumptions
to observable market data where available and to recent market activity and believes that the fair values and related
assumptions are comparable to those used by other market participants. The Company has recorded impairment reserves
and recoveries of such reserves based on the market conditions and the valuation analysis. Although management
believes its process for determining the impairment reserve required adequately considers all of the potential factors that
could potentially result in declines in value of the mortgage servicing rights, the process includes subjective elements
and may be susceptible to significant change. To the extent actual outcomes differ from management estimates,
additional provision for impairment could be required that could adversely affect earnings or financial position in future
periods.

The Company classified $444 million of loan assets as held for sale at December 31, 2006. The majority of
these loans consist of single-family residential loans and multifamily loans of approximately $384 million and
$52 million, respectively. Loans held for sale are required to be carried at the lower of cost or market in accordance
with SFAS 65, “Accounting for Certain Mortgage Banking Activities.” Many of the loans owned by the Company
either do not trade in an active market or trade in inefficient markets. As such, the market value of loans without”
available market prices is estimated by loan type using interest rates for reasonably comparable assets found in the
secondary marketplace. Other factors including delinquency, existence of government guarantees, and other economic
factors are considered in estimating the fair value of loans held for sale. Management compares its fair value estimates
and assumptions to observable market data where available and to recent market activity and believes the fair values and
related assumptions are comparable to those used by other market participants. A rising interest rate environment may
possibly result in declines in the market value of the loans held for sale, which may adversely affect earnings or financial
position in future periods, The Company mitigates risk associated with declines in the estimated fair value of its loans
held for sale by predominately holding loans with variable interest rates that tend to be less market sensitive to interest
rate fluctuations than long-term fixed rate loans.

Any material effect on the consolidated financial statements related to these critical accounting areas is also
discussed in this financial review.

Recent Accounting Pronouncements

Note 2 to the consolidated financial statements discusses new accounting policies adopted by the Company
during 2006 and the expected impact of accounting policies recently issued or proposed but not yet required to be
adopted. To the extent the adoption of new accounting standards materially affects financial condition, results of
operations, or liquidity, the impacts thereof are discussed in the applicable section(s) of this discussion and the notes to
the consolidated financial statements.

Results of Operations

Income from continuing operations was $9.9 million, or $1.27 per diluted share compared to $138,000 or $.02
per diluted share for 2005 or $20.0 million, or $3.02 per diluted share for 2004. The increase in income in 2006 as
compared to 2005 was principally due to the $10 million increase in net interest income after provision for credit losses,
$2.6 million of favorable litigation settlements and a reduction in non interest expenses caused in part by the divestiture
of certain non core subsidiaries, which are presented as discontinued operations. In 2005, income from continuing
operations had declined by $19.9 million from 2004 levels. Our 2004 income before taxes included gains recognized on
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the sale of the retail branches of United Western Bank in Sun City, Arizona and Las Cruces, New Mexico of
approximately $10.0 million, a gain on the sale of our majority interest in Matrix Asset Management Corporation of
$13.5 million and a gain on the sale of our interest in Matrix Settlement and Clearance Services, LLC of approximately
$8.3 million. Offsetting a portion of these 2004 gains were a charge of approximately $3.0 million to settle a bankruptcy
preference claim, and a charge of approximately $1.4 million in connection with the transfer of our servicing platform to

a third party sub-servicer.

Details of the changes of the various components of income from continuing operations are further discussed

below.

Net Interest Income

The following table sets forth for the periods and as of the dates indicated, information regarding our average
balances of assets and liabilities, as well as the dollar amounts of interest income from interest-earning assets and
interest expense on interest-bearing liabilities and the resultant yields or costs. Ratio, yield and rate information is based
on average daily balances where available; otherwise, average monthly balances have been used. Nenaccruoal loans are
included in the calculation of average balances for loans for the periods indicated.

Asscts

Intercst-carning assets:
Single-family loans receivable
Multi-family
Construction
Commercial real estate
Commercial
Purchased SBA loans and securities
Originaled SBA lfoans
Land and other
Mertgage-backed securities
Interest-carning depasits
FHLBank stock

Total interest-eamning assets

Noninterest-earning assets:
Cash
Allowanee for credit losses
Premises and equipment
Other asscts
Total noninterest-eaming assels
Total assets

Liabilitics and Shareholders® Equity
Interest-bearing liabilities:
Passbook accounts
Money market and NOW accounts
Certificates of deposit
FHLBank borrowings i
Bomrowed money and junior subordinated debentures
Total interest-bearing liabilities

Noninicrest-bearing liabilities:
Demand deposits (including custodial escrow
balances)
Other liabilities !
Total noninterest-bearing liabilities
Sharcholders” equity
Total liabilities and sharcholders” equity

Net interest income before provision for credit losses
Interest rate spread
Net interest margin

Ratio of average interest-carning assets to average
interest-bearing liabilities

$

Year Ended December 31,
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110.80 %
_

2006 2005 2004
Average Average Average Average Average - Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
(Dollars in thousznds)

723,314 § 35223 487 % § 1,033,372 8% 43,040 416 %S 918044 5 39,669 432 %
60,618 3.638 6,00 71,170 4,133 5.81 76,380 4,529 5.93
31,339 2,861 9.13 30,817 2451 7.95 20,966 1,364 6.51
89,062 6,076 682 36,907 2,661 1.2 26,554 1,532 5.77
10,61% 857 807 7,448 377 5.06 20,425 1,042 500

282,421 17,435 6.17 204,104 11,100 5.44 180,782 5877 3.25
99,992 9,541 9.54 49,043 7,754 7.83 96,558 6,156 6.38
18,989 1,770 932 11,045 917 830 9,237 711 170 .

669,085 34,519 5.16 290,999 12,722 4.37 170,113 8,630 5.07
21,253 1,066 4.95 13,340 420 315 3,694 35 0.95
40,677 2314 5,69 33,460 1,521 4.55 30,817 1,028 3,34

2047369 § 115,300 563 % § 1832205% 8709 475 %8 15535708 70,573 4.54 %
15,360 13 35,681 s 51,197
{8.988) (5,247) (B.800)
15,341 18,197 22341
100,375 100,683 125,946
122,088 145,314 190,684
2,169,457 $ 1977519 § 1744254
W ¢
211 8 k] 142 % § 3958 6 127 % § 3,014 § 38 1.26 %
1,052,600 20,350 1.93 BE1,219 11,789 1.34 619,835 4,764 0.77
56,320 2,389 4.24 119,857 4,088 341 188,097 5,862 312

630,229 30,275 4.14 574,982 20,305 3.53 502,740 12,3 2.46

20,897 6,766 B.25 77,211 6,278 8.02 98.064 1,716 1.76
1,820,257 $l 59,783 326 % § 1,653,664 8 42,466 256 %% 1411750 SI 30771 - 217 %
+

214,068 $ 216,131 $ 253605
24,048 1,570 4 2,408

238,116 223,701 " 256,013

111,084 100,154 76,491

2,169,457 $ 1977519 £ 1,744,254
D = B I IS
% 55517 £ 44630 $ 39802
_— ——— .
2.37 % 2.19 % 237 %
—— ——] —_— —
274 % 244 % . 257 %
_— —_— p——}
¥ L1248 %

110,05 %




Volume and Rate Analysis of Net Interest Income

The following table presents the extent to which changes in volume and interest rates of interest earning assets
and interest bearing liabilities have affected our interest income and interest expense during the periods indicated.
Information is provided in each category with respect to: (i) changes attributable to changes in volume (changes in
volume multiplied by prior period rate), (ii} changes attributable to changes in rates (changes in rates multiplied by prior
peried volume) and (iii) change attributable to a combination of changes in rate and volume (change in rates multiplied
by the changes in volume). Changes attributable to the combined impact of volume and rate have been allocated
proportionately to the changes due to volume and the changes due to rate.

Year end 12/31/06 versus 12/31/05 Year end 12/31/05 versus 12/31/04

[nerease (ﬂurcaae) Due to Change in Increase (Dccr’ease) Due to Change in
Volume Rate Total Volume Rate Total
Interest-earning assets: {dollars in thousands) (dollars in thousands})
Single-family loans receivable $ (14331 5 6514 $(7.817) $ 4,863 5 (1,492) $ 3371
Multi-family : ' (629) 134 (495) (304) N )] (396)
Censtruction 43 367 410 737 350 1,087
Commercial real estate 3,565 (150) 3415 688 441 1,129
Commercial - : - 201 79 480 {657) [t3) (665)
Purchased SBA loans and securities 4,685 ’ 1,650 6,335 840 ° 4,383 5223
Originated SBA loans o 75 1,712 1,787 162 1,436 1,598
Land ad other ' ' 728 125 853 147 55 206
"Mortgage-backed securifics . ' 19,144 2,653 21,797 Y §7 % (1,331) 4,092
" Inlerest-earning deposits ’ . . 329 317 646 204 ' 181 385
FHLBank stock . - 366‘ 427 793 94 399 453
Total interest-earning assets o 14,176 14028 18204 12,097 a3 16,523
- Interess-bearing liabilities:
Regular savings (3) - (3)- (32) ' - (32)
Money Market 2,603 5,958 8,561 2,542 4,483 7,025
Centificates of deposit (2,529 830 {1,699) (2,285) sH (1,774)
FHLB borrowings * 2,192 ’ 1,778 9,970 1,975 5,919 7914
Borrowed money 305 182 - 487 (1,682) 245 (1430
Total interest-bearing liabilities 2,568 14,748 17,316 518 11,178 . 11,696
Changé in net interest inqomc 5 11,608 5 (720) $ 10,888 $ 11,679 $  (6,852) § 4,827

" Net Interest Income. Net interest income before provision for credit losses increased $10.9 million, or 24.4%,
to $55.5 million for the year ended December 31, 2006 as compared to $44.6 million for 2005. Our net interest margin
increased 30 basis points, to 2.74% for 2006 from 2.44% for 2005. Interest income incrcased $28.2 million to
$115.3 million for 2006 compared to $87.1 million for 2005. The increase in interest income was attributable to an
overall increase in the Company’s average balance of interest-earning assets to $2.05 billion for 2006 as compared to
$1.83 billion for 2005, and an increase in the yield on those interest-carning assets of 88 basis points to 5.63% for 2006
as compared to 4.75% for 2005. Interest expense increased $17.3 million to $59.8 million for 2006 as compared to
$42.5 million for 2005. This increase was caused by an increase in the average balance of interest-bearing liabilities of
$166.6 million to $1.82 billion for 2006 compared to $1.65 billion for 2005, and an increase of 70 basis points in the
cost of those liabilities to 3.26% for 2006 compared to 2.56% for 2005. The increases in the yield on our assets and cost
of liabilities were generally in response to the changes in the overall interest rate environment. The expansion of our net
interest rate margin is principally associated with the implementation of our community banking busincss strategy. We
have increased our outstanding balances of community bank loans, which includes from the table above multifamily,
construction, commercial real estate, commercial, originated SBA and land and other loans. These community bank
loans comprise $311 million, or 15.2% of our average interest eaming assets portfolio for 2006. These loans yielded
7.97%, while all other interest earning assets yield 5.21%. We anticipate the percentage of community banking loans to
our total interest eaming assets will increase prospectively.

Nct interest income before provision for credit fosses increased $4.8 million, or 12.1%, to $44.6 million for the
year ended December 31, 2005 from $39.8 million for the year ended December 31, 2004, Our net interest margin,
however, decreased 13.basis points to 2.44% for the year ended December 31, 2005 from 2.57% for the year ended
December 31, 2004. The decrease in net interest margin is due to a 39 basis point increase in the cost of our interest
bearing liabilities, which increased to 2.56% for 2005 from 2.17% for 2004. This increase was greater than the increase
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in the yield on our interest earning assets, which increased 21 basis points to 4.75% for 2005 from 4.54% for 2004. The
yield on assets was negatively impacted by accelerated prepayments of single-family residential loans and we
experienced a decline in the yield of those assets to 4.16% for 2005 compared to 4.32% for 2004. Additionally, we
experienced a lower balance of noninterest bearing custodial balances as a result of the overall decrease in our servicing
portfolio. ) '

Provision for Credit Losses. The provision for credit losses is determined by management as the amount to be
added to the allowance for credit losses after net charge-offs have been deducted to bring the allowance to a level that is
management’s best estimate of probable credit losses inherent in the loan portfolios. The provision for credit losses
totaled $2.3 million in 2006 compared to $1.5 million in 2005 and $2.9 million in 2004. See the section captioned
“Allowance for Credit Losses” elsewhere in this discussion for further analysis of the provision for credit losses.

Loan Administration. Loan administration income represents service fees eamed from servicing loans for
various investors, which are based on a contractual percentage of the outstanding principal balance plus late fees and
other ancillary charges. Loan administration fees decreased $2.4 million, or 23.3%, to $7.7 million for the year ended
December 31, 2006 as compared to $10.1 million for the year ended December 31, 2005. Of the total loan
administration income of $7.7 million for 2006, $7.0 million represents fees from our mortgage servicing portfolio at
Matrix Financial and $750,000 represents fees for servicing SBA loans. In 2005, servicing income from Matrix
Financial was $9.5 million and $850,000 represented fees for servicing SBA loans. Loan service fees are principally
affected by factors that include the size of our residential mortgage loan servicing portfolio, the servicing spread, the
timing of payment collections and the amount of ancillary fees received. Our mortgage loan servicing portfolio
decreased to an average balance of $1.5 billion for 2006 as compared to an average balance of $2.0 billion for 2005
resulting in the overall decline in foan administration income. The average service fee (including all ancillary income)
was 0.47% for the years ended December 31, 2006 and 2005. Management anticipates loan administration fees will
continue 10 decrease as its mortgage servicing portfolio decreases through normal amortization and prepayments.

Loan administration fees decreased $5.2 million, or 33.8%, to $10.1 million for the year ended December 31,
2005 as compared to $15.3 million for the year ended December 31, 2004. Our mortgage loan servicing portfolio
decreased to an average balance of $2.0 billion for 2005 as compared to an average balance of $2.7 billion for 2004.
The impact of the decrease in the average balance of the servicing portfolio on loan administration fees was further
affected by a decrease in the average service fee (including all ancillary income) to 0.47% for the year ended December
31, 2005 as compared to 0.55% for the year ended December 31, 2004.

Brokerage Fees. Brokcrage fees principally represent income earned from SBA trading fees and toa lesser
extent fees earned from investment company shares and commissions earned from brokering fixed income securities.
Brokerage fees decreased by $1.2 million, or 66%, to $583,000 for the year ended December 31, 2006, as compared to
$1.7 million for the year ended December 31, 2005. This decrease was principally the result of our decision to
temporarily suspend the trading activities at First Matrix betwecn March 2006 and November 2006. In December 2006,
we reentered this business line; however, currently the interest rate yield curve and the price that other participants are
willing to pay to acquire newly originated loans has limited our ability to purchase a significant amount of loans at levels
that we deem prudent. '

In 2005, Brokerage fees had already decreased $1.9 million, or _52%, to $1.7 million as compared to
$3.7 million in 2004. This decrease was principally due to SBA trading fees, which were approximately $1.7 million in
2005 as compared to $3.0 million in 2004. The decrease in these fees were duc to changes in the marketplace caused by
the entry of other participants into this business line which increased the cost to acquire the assets on which such SBA
trading fees are eamned as well as the affect of the yield curve which impacted the prices at which such assets could be
resold. In addition, in 2004 First Matrix operated a retail branch in Ft. Worth, Texas that gencrated approximately
$620,000 of revenue that was closed in December 2004 afier management elected to exit the retail brokerage business.

Custodial and Administration Services. Service fees for custodial and administration fees decreased $384,000
or 5%, to $6.8 million for the year ended December 31, 2006, as compared to $7.2 million for the year ended
December 31, 2005. The decrease is due to the sale of substantially all of the assets of United Western Bank’s trust
department in connection with the 2004 sale of our interest in Matrix Settlement and Clearance Services, LLC, which
sale closed April 30, 2005. United Western Bank eamned no such fees for 2006 versus $1.1 million for the first four
months of 2005. Offsetting the decrease-at United Western Bank, service fees at Stetling increased $710,000, or 12%,
to $6.8 million for the year ended December 31, 2006 compared to $6.1 million for the year ended December 31, 2005,
Total accounts under administration increased approximately 16% to 50,576 accounts at December 31, 2006, as
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compared to 43,491 at December 31, 2005, and total assets under administration increased to $3.82 billion at
December 31, 2006, from $3.08 bﬂllOl'l at December 31, 2005. The increase is due to the successful marketmg and
growth cfforts by management of Sterling. :

Service fees had decreased $636,000, or 8%, to $7.2 million in 2005 as compared to $7.9 million for the year
ended December 31, 2004. The decrease was due to a decrease in total trust accounts under. administration of which
there were 43,491 accounts at December 31, 2005 compared 1o 60,228 accounts at December 31, 2004, and total
fiduciary assets under administration that decreased to $3.08 billion at December 31, 2005 from $18.2 billion at
December 31, 2004, Included in the amounts at December 31, 2004 were 19,538 trust and custodial accounts and trust
and custodial assets of $15.3 billion at United Western Bank. These accounts and asscts were transferred in connection
with the sale to Matrix Scttlement and Clearance Services, LLC, discussed above. At Sterling in 2005, service fees
increased 15% to $6.1 million for 2005 from $5.3 million in 2004 due to growth in accounts and assets under custody.

Real Estate Disposition Services. Real estate disposition services represents fees earned for services provided
on foreclosed propertics owned by third party financial services companies and financial institutions in the Denver metro
arca carned by MTXC Realty, a subsidiary whose operations were sold effective March 31, 2006 as part of the
Company’s divestiture of certain non-core subsidiaries. Real estate disposition services decreased $1.2 million, or 88%,
ta $168,000 for the year ended December 31, 20086, as compared to $1.4 million for the year ended December 31, 2005
as a result of the sale. Prospectively, the Company expects no real estate disposition scrvices revenues.

Real estate disposition services revenues decreased to $1.4 million for the year ended December 31, 2005 as
compared to $7.8 million for the year ended December 31, 2004. The results for 2004 include revenues from the
operations of a former subsidiary of the Company, Matrix Asset Management Corporallon through the date of the sale
of substantially all of its assets.

Gain on Sale of Loans and Securities. Gain on sale of loans and securities decreased $1.3 million, or 66%, to
$685,000 for the year ended December 31, 2006 compared to $2.0 million for the year ended December 31, 2005. The
gains reported includes gains on sale of repurchased FHA and VA loans that we acquired from our mortgage servicing
rights portfolio of $169,000 for 2006 compared to $966,000 for 2005. Gains on sale of repurchased FHA and VA loans
relate to delinquent loans that are purchased out of loan pools for which Matrix Financial acts as servicer and then resells
into the secondary market. As the overall size of our servicing portfolio decreases, coupled with the increase in short-
tcrm interest rates and flat overall interest rates, the gains related to rcpurchascd FHA and VA loans have decreased and
arc anticipated to continue to decrease. The second component of gains on sale of loans and securities is gains on sale of
SBA and multifamily loans. For 2006 we realized gains of $682,000 from the sale of SBA loans compared to gains on
the sale of SBA and multifamily loans of $540,000 for the ycar ended December 31, 2005. We sell certain SBA
originated loans to manage certain loan concentrations in our loan portfolio and we also generally sell the guaranteed
portions of originated SBA 7(a) loans. The third component of gains on sale of loans and securities includes gains on
sale of investment securities. For 2006 we realized gains of $274,000 on the sale of investment securities compared to
losses of $122,000 for 2005. The last component of gains on sale of loans and securities represents realized gains on
sale of SBA pooled securitics and unrcalized gains and losses on trading securities. For 2006" we realized losses of
$441,000 principally from the mark-to-market adjustment required when we transferred the trading sccurities to held-to-
maturity as compared to gains of $613,000 for 2005. The gains on sale of loans and securities can fluctuate significantly
from year to year based on a variety of factors, such as the current interest rate environment, the supply and mix of loan
or securitics portfolios available in the market, and as market conditions dictate, and the particular loans and sccurities
we elect to sell.

In 2005, gains on sale of loans and securities declined $4.6 million, or 70%, to $2.0 million compared to
$6.6 million for 2004. Gains on the salc of loans repurchased from our servicing portfolio were $366,000 in 2005 as
compared to $5.0 million in 2004, a decrease of $4.0 million, This decline was duc to the change in the interest rate
yield curve and also due to the decrcasing size of our mortgage servicing portfolio from which repurchases were
obtained. Gains on sale of loans and securities in 20035 also reflected a decrease of $750,000 in gains on the sale of SBA
and multifamily loans to $540,000 from $1.3 million in 2004. Gains on sale of securitics increased $10,000 to $490,000
for 2005 from $480,000 for 2004. The gains on sale of loans and securities can fluctuate significantly from year to year
based on a variety of factors as discussed above.

Gain on Sale of Assets. The gain on sale of assets increased $2.8 niillion to $3.1 million for the year ended
December 31, 2006 compared to $300,000 in 2005. Gain on sale of assets for 2006 included the exercisc of our put
option on our retained 25% interést in Matrix Asset Management LLC from which we realized a gain of $2.7 million, a

39




$100,000 gain from the sale of certain assets of the Denver-based real estate brokerage operations of MTXC Realty
Corp, and a $285,000 gain from the sale of property owned by the Company in the state of Texas. For 2005 the gain on
sale of assets included the gain from the sale of the assets of the trust operations of United Western Bank.

The gain on sale of assets had decreased to $300,000 in 2005 from $31.8 million in 2604. The gain on sale of
assets for 2004 included the gain on the sale of our 75% interest in Matrix Asset Management Corporation of
$13.5 million, the gain on the sale of the branches of United Western Bank in Las Cruces, New Mexico of $5.1 million
and in Sun City, Arizona of $4.9 million, and the $8.3 million gain on the sale of our interest in Matrix Scttlement and
Clearance Services, LLC.

1

Litigation Settlements. Litigation settlements includes amounts recovered as a result of legal actions against
third parties related to losses sustained by the Company in prior years. Litigation settlements of $2.55 million for the
year ended December 31, 2006 represent three recoverics, two at United Western Bank and one at Matrix Financial,
related to lending and loan origination issues. Litigation settlements of $764 thousand for the year ended December 31,
2005 represented a matter at United Western Bank related to a prior separate lending issue.

Other Income. Other income, which includes equity in earnings of unconsolidated subsidiaries, fees from the
monetization of New Market Tax Credits, income earncd on bank owned life insurance, rental income and other
miscellaneous income items, increased $2.5 million, or 55%, to $7.3 million for the year ended Deccmber 31, 2006
compared to $4.8 million for 2005. The increase was primarily due to fees of $2.2 million earned from the monetization
of $24 million of New Market Tax Credits for 2006 compared to fees of $278,000 for 2005 from the monetization of
$5 million of New Market Tax Credifs. Equity in earnings of unconsolidated subsidiaries was $462,000 for 2006
compared to $150,000 for 2005. This increase was a result of the performance of our investment in Matrix Asset
Management. Bank owned life insurance income was relatively unchanged and was $888,000 for 2006. Rental income
declined $352,000, or 17%, to $1.7 million for 2006 compared to $2.1 million for 2005. The declinc was due to the sale
of the United Western Financial Center, which we sold on September 29, 2006.

In 2005, other income had decreased by $897,000, or 16%, to $4.8 million versus $5.6 million in 2004. The
decrease was due to a combination of various items. Due to the sale of our 45% interest in the joint venture Matrix
Setilement and Clearance, LLC, we did not have an equity pick-up in 2005, which caused a decrease of $1.5 million. In
2005, we also experienced a decrease of $290,000 in the level of equity pick-up in our investment in the new company
formed from the sale of substantially all of the assets of Matrix Asset Management Corporation. from $440,000 in 2004.
These decreases were offset by an increase in loan referral fees of approximately $920,000 to $860,000 for 2005 due
primarily to increases in prepayment and other loan fees, as well lower losses in the equity ecarnings in our
unconsolidated trust preferred securities trusts. -

Noninterest Expense. Noninterest expense declined $5.0 million, or 7%, to $68.7 million for the year ended
December .31, 2006 from $73.7 million for 2005. Noninterest expense was $84.6 million for the year cnded
December 31, 2004. The following table details the major components of noninterest expense for the periods indicated:

Year Ended
' . - December 31, i
) ’ B 2006 = 2005 2004
) ' ' (Dollars in thousands)-
Compensation and employee benefits -~ ° : o $ 22309 $t 258435 26,282
Amortization of mortgage servicing rights ; 5,810 7,764 16,100
Occupancy and equipment 3,781 3,383 4,882
Postage and communication 1,063 1,176 1,833
Professional fees = _ ' 2322 ! 2,656 2,794
Mortgage servicing rights subservicing fees ! 2,488 3,073 1,367
Data processing ' 804, 903 1,595
'Subaccounting fees ) ' 21,013 © 13,447 7,738
Recovery of mortgage servicing rights ( : (276) Y (1,180) (444)
Other general and administrative L 9,371 16,118 122,473
Total ‘ _ y . $ 68685 $ 73,683 § 84,620/

" ,

Compensation and employee benefits declined $3.5 million, or 14%, to $22.3 million for the year ended
December 31, 2006 compared to $25.8 million for the ycar ended December 31, 2005. This decreasc was primarily due
to the ipclusion of approximately $7.9 million severance, contract buy-out and option buy-out expenses associated with
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the establishment of the community banking strategy previously discussed in Item 1. “Establishment of Community
Banking Identity.” Absent -the expenses associated with the Establishment of Community Banking Identity,
compensation and employee benefits increased $4.4 million, or 24%, to $22.3 million for 2006 from $17.9 million for
2005. This increase was primarily due to the hiring of five new. regional community banking teams and the credit
administration infrastructure to support the implementation of our community banking strategy. Also included “in
compensation and employee. benefits expense for 2006 is $559,000 of expense assoc1ated with equity compensation
associated with SFAS 123(R) that was not applied to 2005.

Compensation and employee benefits had decreased $439,000, or 2%, to $25.8 million in 2005 compared to
$26.3 million in 2004. This decrease occurred notwithstanding the inclusion in 2005 of $7.9 millien in compensation
costs, including severance, contract buy-outs and option buy-outs, associated with the Establishment of Community
Banking ldentity. Absent these cxpenses, basic compensation and employee benefits had decreased approximately
$8.3 million in 2005 versus 2004 due to reductions in the overall number of employees for the year caused by the sale of
our majority interest in Matrix Asset Managément Corporation, the sale of our United Western Bank branches and
reductions of employees at Matrix Financial due to the transfer of servicing to the third party sub-servicer. These
changes caused the Company to go from 509 employees at January 1, 2004 1o 309 employees on December 31, 2005 a
decrease of 200 employees or 39% over the two year period.

'Amortization of mortgage servicing rights decrcased. $2.0 million, or 25%, to $5.8 million for the year ended
December 31, 2006 compared to $7.8 million for 2005. We have not added significantly to our moertgage servicing
portfolio since February 2003 when we exited the mortgage production business at Matrix Financial. Our amortization
of mortgage servicing rights fluctuates principally based on the prepayment rates experienced with respect to the
underlying mortgage loan portfolio. For the year ended December 31, 2006, our mortgage servicing rights portfolio
experienced average prepayment speeds of 21.8% compared to 23.7% for the year ended December 31, 2005. The
average mortgage servicing rights portfolio in 2006 declined to $1.5 billion compared to $2.0 billion for 2005.

Amortization of mortgage servicing rights had decreased $8.3 million, or 51.8%, to $7.8 million for 2005
compared to $16.1 million for 2004. The decrease was due to a combination of the decrease in the average balance in
our mortgage servicing rights portfolio te $2.0 billion at December 31, 2005 as compared to $2.7 billion at
December 31, 2004, as well as a decrease in the average prepayment speeds on our servicing portfolio which for 2005
was at an average of 23.7% as compared to 27.5% for 2004. Amortization of mortgage servicing rights is included in
expenses of our mortgage banking operating segment.

. We recovered $276,000, $1.2 million and $444,000 of previously recorded impairments on our mortgage
servicing rights for the years ended December:31, 2006, 2005 and 2004, respectively, The Company is required to
record its investment in mortgage servicing rights at the lower of cost or fair value. The fair value of mortgage servicing
rights is determined based on the discounted future servicing income stratified based on one or more predominant risk
characteristics- of the underlying loans. The Company stratifies its mortgage servicing rights by product type and
investor, among other things, to reflect the prédominant risks. To determine the fair value of its investment, the
Company uses a valuation model that calculates the present value of future cash flows. Due to changes in the interest
rate environment during,the periods, among other factors, an impairment recovery against the valuation of the asset was
recorded. It is not possible to estimate if future impairments or recoveries will occur, and further changes in market
interest rates, or increases in anticipated future prepayment speeds, may cause additional impairment charges in future
periods.” The impairment or recovery on morigage servicing rights is included in expenses of our morigage banking
operating segment.: ' '

Subaccounting fees increased $7.6 million, or 56%, to $21.0 million for the year ended December 31, 2006

compared to $13.4 million for 2005. Subaccounting fees for 2005 of $13.4 million grew by $5.7 million, or 74% as
compared to $7.7 million for 2004. Subaccounting fees represent fees paid to third games to service deposntory
accounts on our behalf and are incurred at United Western Bank for custodial and institutional deposits. The increase in
subaceountmg fees is due to a combination of an increase in the interest rates to which the subaccounting fees are
related, as well as an increasc in the. average balance of deposits for which subaceoummg fees are incurred.
Subaccounting fees are generally tied to the targeted federal funds rate. The average rate was 4.96%, 3.19%, and 1.34%
for the years ended December 31, 2006, 2005, and 2004, respectively. The average balance of custodial and institutional
deposits that are subject 10 subaccounting fees were $1,022.2 million, $875.1 million and $648.0 million for 2006, 2005
and 2004, respectively. We expect that the balance of deposits subject to subaccounting fees will decrease as a
percentage of our total deposits in the future as we expand our community bank deposit base. '
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The remainder of noninterest expense, which includes occupancy and equipment expense,: postage and
communication, professional fees, mortgage servicing rights subservicing fees, data processing costs and other general |
and administrative expenses decreased $8.0 million, or 29%, to $19.8 million for the year ended December 31, 2006
compared to $27.8 million for 2005. The majority of the decrease occurred in other general and administrative expense
which, declined by $6.6 million to $9.4 million for 2006 from.$16.1 million for 2005. In 2005 we incurred a
$2.3 million LOCOM charge to adjust the value of our single-family residential loans held for sale portfolio to market,
and a $3.1 million charge to settle an ongoing litigation matter. -In 2006, we recovered the entire $2.3 million LOCOM
charge due to repayments of the loans that had declined in vatue and an increase in loan pricing due to market factors.
In 2006, mortgage servicing rights and subservicing fees declined by 19% or $585,000 due to the decreasing balance of
loans that are subject to such fee. Professional fees declined-13% or $334,000 due to resolution of several legal matters
resulting in lower overall legal fees: . ‘

In 2005, noninterest expense had declined $7.1 million, or 20%, to $27.8 million compared to $34.9 million in
2004. The decrease was primarily due to decreases in levels of repurchase reserves, foreclosure expense and write-offs
of receivables at Matrix Financial which decreased $5.7 million, to a total of $2.4 million for 2005 from $8.1 million for
2004. The decreascs can largely be attributed to decreases in the levels of loans repurchased through representation and
warranty provisions related to our discontinued mortgage loan otigination business, and due to lower levels of non--
performing receivables as compared to 2004. There were also decreases in occupancy and equipment, postage and
related general and administrative expenses associated with the 2004 sales of substantially all of the assets of Matrix
Asset Management and sale of United Western Bank’s branches in Arizona and New Mexico.

Income Taxes. Income taxes increased $6 million for the year ended December 31, 2006 to $3.6 million as
compared to an income tax benefit of $2.4 million for the year ended December 31, 2005.. Our effective tax rate varies
from our expected tax rate of approximately 38.25% (35% federal and 3.25% state) due to several factors. Our effective
tax rate was 26.6% for 2006 compared to an income tax benefit of 106% for 2005. For the year ended December 31,
2006 our tax rate was impacted by tax exempt interest income of $1.3 million, income tax credits from the utilization of
New Market Tax Credits of $1.7 million, and the resolution of an income tax contingency of approximately $198,000.
Our effective tax benefit of 106% for 2005 was impacted by our loss from operations and, tax exempt interest income of

- $2.7 million and utilization of New Market Tax Credits of $1.2 million. In 2004, income taxes were $10.8 million and

our effective tax rate was 35%. Higher overall pre-tax- earnings of $30.8 million was the biggest factor in 2004, thus
feducing the impact of exempt interest of $3.3 million, and New Markets Tax Credits of $630,000.

Balance Sheet

Total assets increased $77.2 million, or 3.7%, to $2.16 billion at December 31, 2006 from $2.08 billion at
December 31, 2005. Loans held for investment, which includes a significant portion of our community bank loans
increased by $285.7 million, or 67% to $711.6 million at December 31, 2006. Of this increase, $164 million was related
to the transfer of purchased SBA from held for sale to held for investment. Loans held for sale declined $483 million, or
52%, principally from the repayment of $279 million of single-family loans and the transfer of purchased SBA loans to
held for investment and outright sales of other SBA loans of approximately $50 million. See “Loan Portfolio” below for
further analysis. N . " :

Investment securities available for sale at December 31, 2006 increased by $128 million to $142 million versus
$14 million at December 31, 2005. Investment securities held .to maturity increased $276 million to $697 million at
December 31, 2006 as compared to $421 million year end 2005. Included in this increase was a transfer of trading
securities comprised of SBA pooled securities to held to maturity of $90 million. See “Investment Securities” section
below for additional discussion. : ‘

Total liabilities increased by $150.1 million, or 8% to $2.05 billion at December 31, 2006 from $1.89 billion at
December 31, 2005. Total deposits including custodial escrow balances grew by $212.3 million or 18% to $1.39 billion
during that same period. FHLBank borrowings decreased by $95.6 million, or 16%, to $519 million at December 31,
2006 compared to $615 million at-December 31, 2005. The increases in deposits were principally from institutional
relationships, which allowed the Company to reduce FHLBank borrowings. Borrowed money increased to $60 million
from $29.6 million for the same period. The borrowings include two repurchase agreements, which total $50 million.
Offsetting this increase was the elimination of $16 million of borrowings that were assumed by the buye'rs‘ of our for’meli'
subsidiary ABS School Services, LLC. Junior subordinated debentures declined by $5.2 millién in tl]e_pe'riod due to
redemption by the Company of the Matrix Bancorp Capital Trust I's Trust Preferred Securities on October 13, 2006.
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Total shareholders’ equity decreased $73.0 million to $107.8 million at December 31, 2006 compared to $180.7
million at year end 2005. This decrease was discussed above in Item I. “Business — Establishment of Community
Banking Identity.” The tender offer resulted in a $79.5 million decline in the additional paid in capital of the Company.
In addition, during the fourth quarter 2006, the Company repurchased 300,000 shares of its common stock, which
reduced additional paid in capital by $5.85 million. Retained earnings increased by $11.7 million due to net income.
Accumulated other comprehensive income increased by $l48 000 due to net unrealized gains in the market value on
mvestment securities available for sale. . : -

+ Our operations and balance sheet are ini transition. We are transforming our Company from a transactional
institutional and wholesale focused enterprise to a community-based banking network through our subsidiary, United
Western Bank. We are replacing wholesale assets such as the single-family residential mortgage loans and certain
investment securities with community bank loans, which will largely consist of commercial real estate, residential and
commercial construction and development, SBA orlgmated commercial, and multifamily loans. )

. Investment Securities. - The primary‘purpose of the investment portfolio is to provide a source of earnings, for

liquidity management purposes, and to control interest rate risk. In managing the portfolio, we seek safety of principal,
liquidity, diversification and maximized return on funds. See “Liquidity and Capital Resources” in this Item 7 and
*“Quantitative and Qualitative Disclosures About Market RlSk Asset Liability Management” and “Interest Rate Risk”
under Item 7A in this report, ", e . : o .

QOur securities primarily eonsist of real estate collateralized instruments that are rated AAA or AA. Also we
- own approximately $85 million of SBA pooled securities, of which the underlying collateral consists of guaranteed
portions of SBA loans. During 2006, we generally acquired securities with duration of approximately 2. The average

expected life of mortgage-backed securities generally ranges between one and four years.

The following table sets forth certain information regardmg contractual maturities and the welghted average
yields of our investment securities available for sale and held to maturity at December 31 2006

.

December 31, 2006

December 31, 2005

December 31, 2004

Due after Five -

(Dollars in thousands) -

Years through Due after Due after Due after
Ten Years Ten Years Ten Years Ten Years -
Weighted Weighted Weighted Weighted
Average i . Average Average . Average
Balance Yield Balance Yield Balance Yield _ Balance Yield
Available for Sale - ' o
Morigage-backed B )
securities - agency $- . - % 5 .. 5019 647 % $ 13,706 502 % 5 2243 440 %
Moerigage-backed ' ’
securities - private - - 47,639 5.74 - - - -
Collateralized :
Mortgage Obligations - . ' K -
private , ¥ .- - 88,878 5.80 i - - 95,076 5.15
SBA Securities - - - - 610 - 5.76 756 439. 927 2.38 .
Total - available for " e C ’ . ¢
sale 142,146 5.80 14,462 4.99 . 118,437 499
Held to Maturity b t .
Mentgage-backed ) * :
securities - private - - 228,059 > 5.39 156,979 5.16 32,326 495
Collateralized . I . N ) .
Mortgage Obligations - “ . .
private - - 384,280 527 264,031 4.87 39,229 5.22
SBA Securllles 8,669 8.29 75,825 755 - - - -
Total - held to maturity 8,669 8.29 .. 688,164 " 556 ;‘ 421,010 . 4,98 71,555 5.10
[ - § — B I — —_—
Total AFS and HTM : ,
Securities $ 8,669 829 % § 830,310 560 % 3§ 435,472 498 % 3 189,992 5.03 %
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Loan Portfolio. Our major interest-earning asset is our loan portfolio. A significant part of our asset and
liability management involves monitoring the composition of our loan portfolio, including the corresponding maturities.
The following table sets forth the composition of our loan portfolio by loan type as of the dates indicated. The amounts
in the table below are shown net of premiums, discounts and other deferred costs and fees. ,

As of December 31,
2006 2005 2004 2003 2002
Amount Percent Amonnt Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

Residential $ 606,693 5249% $ 885,740 65449%8% 999,202 7296%8% 903,186 67.19%% 1,001,885 71.88 %
Commercial real :
estate 279,493 T 24,19 200,992 14.85 155,482 11.35 144,036 10.71 140,375 10.07
Guaranteed SBA 163,479 14.15 204,928 15.15 140,893 10.29 180,283 13.42 123,964 8.89
Commercial 24,905 2.15 12,235 0.90 19,847 1.45 46,234 3.44 36,869 2.65
Construction and
Development 87,068 7.53 35,206 2.60 34,307 2.51 30,579 227 46,189 3.31
Consumer 2,845 0.25 243 0.02 578 0.04 2,962 0.22 4,311 0.31
School financing — - 24 038 .78 30,402 222 46,765 3.48 49,560 3.56

Total loans 1,164,483 100.76 1,363,382 100,74 1,380,711~ 100.82 1,354,045 100.73 1,403,153 100.67
Less allowance ' .
for credit losses 8,762 0.76 9,997 0.74 11,172 (.82 9,789 0.73 9,343 0.67
Loans receivable, .
net $ 1155721 100.00% $ 1,353,385 100.00% % 1,369,539 100,00 % % 1,344.256 100.00 % $ 1,393,810 100.00 %

The increases for 2006 in commercial real cstate, commercial, construction and development loans was
primarily due to the implementation of our community banking business plan. We originated approximately 3210
million of loans through our five community banking teams and our SBA division. These loans have higher yields than
the residential and guaranteed SBA loans on our books. Overall loans declined by $197.7 million, or 15%, due to
repayments of $279 million of single-family loans and a decline of $41 million of guaranteced SBA loans. These
wholesate assets continue to have a negative impact on our asset yiclds and nct interest margin. Through our new
business plan, we anticipate continued growth of commercial real estate, commercial, construction and development

loans and the continued declines of residential loans.

The following table presents the aggregate maturities of loans in each major category of our loan portfolio as of
December 31, 2006, excluding the altowance for loan losses. Actual maturities may differ from the maturities shown
below as a result of renewals and prepayments or the timing of loan sales.

Residential

Multifamily, commercial real estate and commercial

Construction
Consumer

Total loans
3

As of December 31, 2006

:

Less than One to Qver Five
One Year Five Years Years Total
(Dollars in thousands)

$ 1,192 § 8,908 § 632,197 § 642,297.
37,694 79,385 s 348,455 465,534
39,842 13,110 834 53,786
889 366 1,611 2,866
3 79617 § 101,769 $ @ 983,097 § 1,164,483

Loans held for sale, excluding the allowance for loan losses, which are primarily contractually due in less than
one to five years, are split between fixed and adjustabie rates as follows: ' :

Fixed
Adjustable .
Total loans : "

As of December 31, 2006
Less than One te Over Five
One Year Five Years Years Total
(Dollars in thousands)
3 82 § 1,275 $ 29,105 § 30,462 .
424 1,482 414,283 416,189
;) 506 § 2757 S 443388 § 446,651

44




Loans held for investment, excluding the allowance for loan losses, which are contractually due in one or more
years, are split between fixed and adjustable rates as follows:

As of December 31, 2006

Less than One to Over Five
One Year Five Years Years Total
(Dollars in thousands) ’
Fixed $ 3,535 % 37,737 8§ 120989 S 162,261
Adjustable_ ' ’ 75,576 61,274 418,721 555,571
Total loans ' b3 79,11y §+ 99011 § 539710 § 717,832

Asset Qdalig}. The following table sets forth our nonperforming assets as of the dates indicated:

As of December 31,

2006 2005 2004 2003 2002
, (Dollars in thousands)
Nonaccrual residential mortgage loans $ 5,859 3 8,903 $ 12,157 $ 19,599 3 15,123
Nonaccrual commercial real estate - 140 3,045 . 8,256 - 2,476 3,144
Nonaccrual guaranteed SBA 1,565 . 4,206 - . 4,092 ) - 5,249 6,663
Nonaccrual commercial 159 373 1,076 146 725
Nonaccrual construction and development 645 12¢ . 158 - 890
Nonaccrual consumer s - - .40 - \ 46
Nonaccrual school financing - 247 - 5,566 ‘ 2,980 4,227
Total nonperforming loans 8,398 16,894 31,345 31,450. 30,818
Foreclosed real estate 7 5,403 4,526 2,955 8,538 8,343
{ Total nonperforming assets ‘ $ 13,801 $ 21,420 $_ 34300 §_ 39,988 $ 39,161
Total nonperforming loans to total loans 0.72 % 1.24 % . 227 % 232 % 220 %
Total nonperforming assets to total assets 064 % 1.03 % T1.82 % 232 % 230 %
Ratio of allowance for credit losses ) '
{o total nonperforming loans ' 104.33 % 59.17 % 3564 % 3113 % 3032 %
Interest on nonperforming loans not included in ' '

interest income $ - 700 % 875 §% 6527 % 1,084 % 926
t ‘ .

As part of our asset quality function, we monitor nonperforming assets on a regular basis. Loans are placed on
nonaccrual when full payment of principal or interest is in doubt or when they are past due 90 days as to either principal
or interest. During the ordinary course of business, management may become aware of borrowers that may not be able
to meet the contractual” requirements of loan agreements. These loans are placed under close supervision with
consideration given to placing the loan on non-accrual status, increasing the allowance for credit losses and (if
appropriate) partial or full charge-off. Non-accrual loans are firther classified as impaired when underlying collateral is
not sufficient to cover the loan balance and it is probable that we will not fully collect all principal and interest. Aftera
loan is placed on non-accrual status, any interest previously accrued but not yet collected is reversed against current
income. If interest payments are reccived on non-accrual loans, these payments will be applied to principal and not taken
info income. Loans will fiot be placed back on accrual status unless back interest and principal payments are made. For
certain government-sponsored loans such as FHA insured and VA guaranteed loans, we continue to accrue interest when
the loan is past due 90 or more days, as the majority of the interest on these loans is insured by the federal government.
The aggregate unpaid principal balance of government-sponsored accruing loans that were past due 90 or more days was
$9.1 miltion, §11.0 million and $18.1 million at December 31, 2006, 2005 and 2004, respeciively. These accruing loans
are not included in the balances of nonaccrual loans above.

Foreclosed real estate represents propertics acquired through foreclosure or-other proceedings and is recorded
at the lower of cost or fair value less the estimated cost of disposal. Foreclosed real estate is evaluated regularly to
ensure that the recorded amount is supported by its current fair value. Direct charges to the basis of the asset reduce the
carrying amount to fair value less estimated costs of disposal are recorded as necessary. Revenues and expenses from the
operations of real estate owned and charges for necessary write downs are included in other income and other expenses
on the income statement.
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Total nonperforming loans decreased by $8.5 million, or 50%, to $8.4 million at December 31, 2006 from
$16.9 million at December 31, 2005. This decrease was based on the efforts of our new credit professionals.- Qur credit
management team reviewed the loan portfolio that existed from 2005 and earlier and identified certain loans that had
weakened from origination and also implemented a new approach to credit administration with respect to certain credits.
During the course of 2006 these loans were moved through the collection process and we successfully negotiated
payoffs, took title or foreclosed on the property to reduce the nonperforming balances. Of the $2.5 million of non
residential loans that are on nonaccrual at December 31, 2006, $1.6 million are guaranteed as to principal by the SBA.

Nonaccrual residential mortgage loans declined $3.0 million or 34% to $5.9 million at December 31, 2006 -
compared to $8.9 million at December 31, 2005. Nonaccrual residential mortgage loans represent 0.97% of single-
family mortgage loans at December 31, 2006 as compared to 1.01% of such loans at December 31, 2005. These legacy
wholesale assets repaid rapidly during 2006. We belicve it is possible that nonaccrual single-family loans may grow as a
percentage of the single-family portfolio due to the runoff of the remaining portfolio. We intend to focus on this to
reduce the nonperforming residential loans further in 2007; however, no assurances can be made that additions to
nonperforming loans will not occur,

Allowance for Credit Losses. Management believes the allowance for credit losses is critical to the
understanding of our financial condition and results of operations. Selection and application of this “critical accounting
policy” involves judgments, estimates, and uncertaintics that are susceptible to change. In the event that different
assumptions or conditions were to occur, and depending upon the severity of such changes, materially different financial
‘condition or results of operations is a reasonable possibility. )

We maintain our allowance for loan losses at a level that management believes is adequate to absorb probable
losses inherent in the existing loan portfolio based on an evaluation of the collectibility of loans, underlying collateral,
geographic and other concentrations, and prior loss experience. We use a risk rating system to evaluate the adequacy of
the allowance for loan losses. With this system, each loan, with the exception of those included in large groups of
smaller-balance homogeneous loans, is risk rated between one and ten, by the originating loan officer, credit
administration, loan review or loan commitiee, with one being the best case and ten being a loss or the worst case.
Estimated loan default factors are multiplied against loan balances and then multiplied by an historical loss given default
rate by loan type to determine an appropriate level for the allowance for loan losses. A specific reserve may be needed
on a loan by loan basis. Loans with risk ratings between six and ninc are monitored more closely by the officers and
credit administration, and asset quality committee, and may result in specific reserves. The allowance for credit losses
also includes an element for estimated probable but undetected losses and for imprecision in the loan loss models
discussed above. For 2006, with the implementation of our new business plan and the hiring of our new credit
professionals, our methodology was enhanced and refined. We implemented the ten point risk rating system, we
reviewed the entire loan portfolio and revised the loss factors that we apply to many loan types based on the experience
of our credit professionals and the Company’s relative lack of experience with certain loan types in the portfolio.

The following table sets forth information regarding changes in our allowance for credit losses for the periods
indicated. The table includes the allowance for both loans held for investment and loans held for sale. -

As of and for the Year Ended December 31,

k3

2006 2005 2004 2003 2002

(Dollars in thousands)

Allowance for credit losses, beginning of year 3 i 5 $ $ ' $

‘ 9,997 CH172 9,789 9,343 9,338
Charge-offs:
Real estate - mortgage 527 2,053 1,099. 1,998 1,239
Real estate — construction 500 244 - 74 -
Commercial loans and schoo! financing 1,166 691 . 870 1,319 1,482
Consumer 3 64 80 139 . 276
Total charge-offs -2,196 3,052 2,049 3,530 2,997
Recoveries: .
Real estate — mortgage 38 112 109 101 97
Real estate — construction 50 B - - . =
Commercial loans and school financing fan 92 40 110 17
Consumer 12 8 14 124 67
Total recoverics 411 212 163 335 181
Net charge-offs 1,785 2,840 1,886 3,195 2,816
School financing — allowance sold 1,791 — - - —
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As of and for the Year Ended December 31, .

%

2006 - 2005 . 2004 2003 - . 2002 -
- ) (Dollars in thousands) . v
Provision for credit losses charged to-operations K " - R . el .
: 2,341 1,665 3,269 3,641 . - 2,821
Balance at end of year B $ 8762 $ 9997 § . 11,172, § 9,789 - § 9,343
Ratio of net charge-offs to average loans . D29 % - 0.20 % 0.14 % 023 % . 021
Average loans outstanding during the year 3 1,219892 § 1411974 -,S' 1,373.246.  § 1,376,723, . §... 1,333,390

Net charge-offs were $1.8 million, a decline of $1.0 million from the $2.8 million of net charge-offs mcurred in
the year ended December 31, 2005. Of the $1.8 million in charge-offs for 2006, $923,000 related to one multlfamlly
loan that was originated in 2004.

Net charge-offs had increased by $954,000 in 2005 compared to 2004. Charge-offs increased as a result of
charge-offs of $680,000 on one multifamily loan and a significant portion of thé remaining charge-offs were related to
loans originated at Matrix Financial that due to a number of factors were not sold as FHA insured loans. Net chargg-offs
for 2004, 2003 and 2002 were related to the institutional and wholesale operations that occurred for those periods
mcludmg loéses related to the loan production at Matnx Financial. : . .

For the year ended December 31, 2006, included above is $1.8 million of allowance for credit losses that was
transferred to the purchaser with the sale of the loans owned by the Company’s former subsidiary ABS School Services,
LLC. See additional discussion in Note 4. “Discontinued Operations — Sale of ABS School Services, LLC” to the
consolidated financial statements included elsewhere in this report. The provision for credit losses charged to operations
for 2002 through 2005 includes ABS School Services, LLC, pr0v1510n reported in income from discontinued operations
line item on the consolidated statements of income. . ,

o ~:d

The provision for credit losses was $2.3 million for the year ended 'December[3.l, 2006 compared to $1.5

million for 2005 and $2.9 million for 2004. The provision is based .on the results of our quarterly analyses of the loan’
portfolic and change in the mix of the loan pertfolio. - For 2006 the provision for credit losses was approximately

$957,000 in the first quarter of 2006 as management implemented new loss factors based on its experience and
considering the risk inherent in the loan portfolio. In the second quarter the provision for credit losses was
approximately $1.1 million due to certain weakened credits and to accommodate our proactive approach to resolving
certain specific credits. In the second half of 2006, management worked to reduce the nonperforming assets resulting in
the asset quality improvement discussed above. Further, continued repayments from the single-family portfolic and

improvement in asset quality freed up reserves such that significantly lower levels of provxsmn for credit losses were

necessary in the second half of the year. . . . . -

The following table shows information regarding the components of our allowance for credit losses as of the

Ya

%

dates indicated: _ . . .y
. As of December 31, )
2006 2005 : 2004 2003 ' 2002
Percentage Percentage Percentage Percéntage " Percentage
of Loans in of Loans in of Loans in .. . ofLoansin . of Loans in
, each  each each . each - each
Category to Category to Category to Category to ' Category to
Total L Total Total Total - ' Total
Amount Loans Amount Loans Amount Loans . Amount . Loans Amount Loans
(Dollars in thousands} , . :
- Residential $ 2,469 5210 %% 33717 6497 %35 4,350 7238 %% 3,818 66.71 %3$ 2,989 7141
Commercial real S, :
estate 4,074 24.00 - 3,626 14.74 3,694 11.26 2,207 . 1064 1,430 .10.00
Guaranteed SBA 77 14.04 99 15.03 153 | 10.20 T 55 13.31 - - 8.83
Commercial . 429 214 . 245 0.90 393 1.44 997 34 1,033 2.63
Construction and ) N ! .
development 1,110 . 748 . 398 . 2.58 L 418 248~ 499 226 634 3.29
Consumer 53 024 11 0.02 .15 0.04 26 0.22 24 0.31
School financing - -~ 1,791 176 11,792 220 1,766° 345 , 2810 1 3.3
Unallocated ~ 550 - . 450 - 357 - 421 — e 423 f-
Total 5 8762 100.00 % $ 9,997 10000 %$ 11,172 100.00 % $ 9,789 "100.00° % $ 9,343 100.00

iy
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The ratio of the allowance for credit losses to total loans was 0.75% at December 31, 2006, 0.73% at
December 31, 2005, 0.81% at December 31, 2004, 0.73% at December 31, 2003 and 0.67% at December 31, 2002. The
allowance for credit losses is reduced by loans charged off, net of recoveries. The balance of the allowance for credit
losses allocated to residential mortgage loans has decreased in absolute terms primarily due to a decrease in the balance

. of these loans in nonaccrual status as well as a decrease in the principal balance of these loans. The allowance for credit

losses for residential loans was 0.41%, 0.38% and 0.44% at December 31, 2006, 2005 and 2004, respectivety. The
reserve in prior years was impacted by the production activities at Matrix Financial. The increase in the allowance for
2006 as compared to 2005 is due to isolated portfolios of residential loans, which total approximately $5.7 million that
management has identified as having greater than average credit risk exposure. The decrease from 2004 to 2005 in the
residential allowance was due to resolution of certain loans that remained from the production activities at Matrix
Financial. ' ’

The allowance for credit losses for commercial real estate, commercial, construction and development and
consumer loans was 1.44%, 1.72%, and 2.15% at December 31, 2006, 2005 and 2004, respectively.  The allowance
declined 28 basis points in 2006 as compared to 2005 commensurate with the improvement in asset quality that
occurred.  The allowance levels in 2005 and 2004 were reflective of the greater leve! of nonperforming assets and
greater level of impairments associated with certain nonperforming assets.

The unallocated portion of the allowance for credit losses increased by $100,000 to $550,000 at December 31,
2006, compared to $450,000 at December 31, 2005. While we consider the unallocated portion of the allowance to be
primarily associated with commercial real estatc loans, the allowance is available for losses of any loan type. The
increase in the unallocated portion of the allowance compared to the prior years is dssociated with inherited portions of
the community bank portfolio. Certain of the multifamily and commercial real estate loans are located outside of the
Colorado Front Range so that the borrowers are not well known to management or our senior lenders. In addition, most
of these loans were underwritten with requirements of only annual financial statements and annual tax information. As
such, deterioration may occur that-is unknown to management until the borrower becomes delinquent with their loan.
Accordingly, management believed a modest increase in the unallocated portion of the reserve was required for certain
multifamily and commercial real estate loans. :

As of December 31, 2006, we belicve that the allowance, when taken as a whole, is adequate to absorb
estimated probable current losses inherent in the loan portfolio. However, no assurances can be made that further
provisions and rescrves will not be necessary. ‘ C

)
Mortgage Servicing Rights. The following table scts forth certain information regarding the composition of our
mortgage servicing portfolio, excluding loans subserviced for others, as of the dates indicated:

As of December 31,
2006 2005 2004
. {Dollars in thousands)
FHA insured/VA guaranteed residential $ 509,789 $ 645,903 $ 887,281
Conventional loans B 773,715 1,019,964 1,326,648
Other loans 29,560 52,131 44911
Total mortgage servicing portfolio $ 1,313,064 $ 1,717,998 $ 2,258,840
Fixed rate loans $ 1,005,716 $ 1,287,506 $ 1,757,427
Adjustable rate loans 307,348 430,492 501,413
Total mortgage servicing portfolio $ 1,313,064 $ 1,717,998 § 2,258,840

The balances of our mertgage servicing portfolio declined $405 million, or, 23.6%, to 31.3 billion at
December 31, 2006, compared to $1.7 billion at December 31, 2005, and $2.3 billion at December 31, 2004. The
decrease is due to prepayments of the underlying loans. in 2003, we sold the production platform at Matrix Financial
and at that time significantly reduced additions to the mortgage servicing portfolio. We anticipate continuing declines of
these balances prospectively. '
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The following table shows the delinquency statistics for the mortgage loans serviced through Matrix Financial,
excluding loans subserviced for others, as of the dates presented. Delinquencies and foreclosures for the mortgage loans
serviced by us generally exceed the national average due to high rates of delinquencies and foreclosures on certain bulk
lean and bulk servicing portfolios. "The higher levels of delinquencies result in-a higher cost of servicing, however, a
portion of the higher cost 1s offset by the collection of late fees. '

As of December 31,

2006 2005 2004
Number Percentage Number Percentage  Number Percentage
. of of Servicing of of Serv1cmg of of Servicing
Loans Portfolio Loans Portfolio Loans Portfolio
Loans delinguent for: .. - . .
30-59 days 1,270 541 % - 1,615 548 % - 2,389 629 %
60-89 days 308 131 465 1.58 693 1.83
90 days and over 1,256 5.35 1,088 3.69 1,225 3.23
Total delinquencies 2,834 12.07 % 3,168 10.75 % 4,307 11.35 %
Foreclosures 431 2.05 % 444 1.51 % © 362 095 %

The following table sets forth certain information regarding the number and aggregate principal balance of the
mortgage loans serviced through Matrix Financial; including both ﬁxed and adjustable rate loans, excluding loans

subserviced for others, at various interest rates: -~ . - ‘ .
: As of December 31, .
2006 2005 o . 2004
' Percentage * . Percentage . . ’ Percentage
Number Aggregate of Aggregate Number Aggregate of Aggregate Number Aggregate _of Apgregate
of Principal Principal ©oef Principal Principal of Principal Principal
Rate Loans Balance . Balance Loans .Balance Balance ' Loans HRalance Balance
{DoMars in thonsands)
Less than 7.00% 7,135 3 610,594 46.50 % 1,605 § 973,689 56.68 % - 14,228 3 1,201,651 53.20 %
7.00%— 7.99% 6,235 391,229 29.80 . 5533 ¢ 365,046 21.24 ’ 7,356 516,887 22.88
8.00%— 8.99% 3,726 150,343 11.45 " 4,335 164,194 9.56 Y5915 238,491 10.56
9.00%— 9.99% 2,561 © 60,241 4.59 3,363 82,616 4817 4,523 119,447 . 529
10.00% and over 3,809 100,657 . 7.66 . 4,641 132,453 . 771 5,936 182,364 8.07
Total 23466 § 1,313,064 100.00 % 29477 § 1,717,998 ... 10000 %  .37958 § 2258840 - 100,00 %

'
\ !

Loan administration fees decrease as the principal balance on the outstanding loan decreases and as the
remaining time to maturity of the loan shortens. The following table sets forth certain information regarding the
remaining contractual maturity of the mortgage loans serviced through Matrix Financial, excluding leans subserviced for
others, as of the dates shown.

Asof Decembf,r 31, .o o . )
2006 2005 2004
T Percentage Percentage ' Pereentage
! Number Percentage Unpaid Unpaid Number Percentags Unpaid . Unpaid Number Percentage Unpaid Unpaid
of of Number Principal ) Principal of of Numnber Principal an:lpal of of Number Principal Principal
Maturity Loans of Loans Amount Amount Loans of Loans Amount ! Amount Loans of Loans Amount Amount
N {Dollars in thousands) T +
1— 5 years 5,222 2225 % § 45,625 378% 7,200 2443 % $, 88,183 , 5.13 Yo 9,057 , 2386% § 123,858 5.48%
6—10 years 3,005 12.81 595,884 730 2,840 9.63 86,265 ' 502 ° 3,199 8.43 99,337 4.40
F—15 years 3,314 14.12 169,894 12.94 4,547 1543 © 231,723 13.49 5,596 14,74 286,816 1270
16—20 years 2.591 C1L04 167,741 12.77 3.101 10.52 197,970 . 11,52 4,141 10.91 257,277 11.39
21—25 years 4,962 FANE 365,830 27.86 3,905 13.25 268,121 1561 4260 1122 302,877 13.41
More than 25 years 4,372 18.63 464,090 35.35 7,884 26.74 845,736 49.23 T 11,705 30.84 1,188,675 52.62
Total 23,466 100.00 % § 1,313,064 100.00 % 29477 100,00 % § 1,717,998 100.00 % 37,958 100.00% § 2,258,840 100.00%

The, Company s servxcmg activity is diversified throughout 50 states with concentrations at December 31, 2006,
in Texas, Missouri, New Mexico, Illinois and California of approx1mately 14%, 14%, 12%, 10%, and 8%, respectively,
based on aggregate outstanding unpaid principal balances of the mortgage loans serviced at Dccember 31, 2006.

A significant risk of owning mortgage servicing rights is that the underlying loans prepay at a rate faster than

predicted at acquisition. During periods of declining interest rates, prepayments of mortgage loans usually increase as,

homeowners seek to refinance at lower interest rates, resulting in a.decrease in the value of the servicing portfolio.
Mortgage loans with higher interest rates and/or higher principal balances are more likely to result in prepayments
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because the cost savings to the borrower from refinancing can be significant. Due to the prevalent low interest rate
environment that existed, primarily in 2004 and 2005, the actual prepayment activity experienced was greater than
initially modeled: when the .servicing was either acquired or capitalized. - Based on the high prepayment activity
‘experienced, the servicing investment has not been profitable in the periods presented.

The following table shows the annualized prepayment rate for each quarter and the annual average prepayment
rate experience on the mortgage loans serviced by Matrix Financial, exctuding loans subserviced by and for others:

. h For the Years Ended December 31,

. 2006 - 2005 2004
. Quarter ended: .
December 31 205 % 239 % 236 %
- September 30 21.0 © 269 26.6
June 30 243 24.1 324
March31 21 198 | 27.4
Annual average 2.7 % 237 % 215 %

Sales of Servicing Rights. Historically, we have sold mortgage servicing portfolios. In the ordinary course of
selling mortgage servicing rights, consistent with industry standards, we make certain representations and warranties to
purchasers of mortgage servicing rights. If a borrower defaults and there' has been a breach of representations or
warranties and we have no third party recourse, we may become liable for the unpaid principal and interest on defaulted
loans. In such a case, we may be required to repurchase the mortgage loan and bear any subsequent loss on the loan.
Historically, we have not incurred material losses related to the sale of the servicing portfolio due to breaches of
representations and warranties and we do not anticipate any future material losses due to breaches of representations and
warranties: however, there can be no assurance that we will not experience such losses. :

Valuation of Servicing Rights. Our servicing portfolio is valued at least quarterly in accordance with the
guidelines set forth in SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities.” Under SFAS 140, we are required to record our investment in mortgage servicing rights at the lower of cost
or fair value. The fair value of mortgage servicing rights is determined based on the discounted future servicing income
stratified based on one or more predominant risk characteristics of the underlying loans. We stratify our mortgage
servicing rights by product type and investor to reflect the predominant risks. To determine the fair value of this
investment, we use a valuation model that calculates the present value of discounted future cash flows. In 2006, we
made no material changes to the significant assumptions inherent in the valuation of the servicing portfolio. These
significant assumptions are more fully described in Note 2 to the consolidated financial statements included elsewhere in

this report.
f

During the year ended December 31, 2006, based on our servicing valuation model, we recorded a net recovery
of $276,000 compared to a net recovery of $1.2 million and $440,000 for the years ended December 31, 2005 and 2004,
respectively. In addition, during 2004, we determined that it was remote that'$2.6 million of previously recorded
impairment would be recovered, and thus recorded an additional direct write-down to the value of the servicing asset for
such amount. All of these impairment recoveries are highly correlated to the changes in interest rates and resultant
mortgage loan prepayment speeds that occurred during the periods. Prepayment speeds are highly impacted by changes
in interest rates, as when interest rates decline there is a greater incentive for the homeowners to refinance their
mortgages. Our impairment reserve as of December 31, 2006 was $2.0 million. Further decreases in interest rates, or
other factors that result in an increase in anticipated future prepayment speeds, may cause additional impairment charges
in future years. - ‘

To-mitigate a portion of this risk of impairment, we have in the past hedged a portion of our investment.
However, based on the underlying characteristics of the portfolio, and our decision not to increase our investment in
morigage servicing, we do not currently anticipate that we will enter into any future hedge specific to our investment for
the foreseeable future. '

.

Sources of Funds. Deposits, short-term and long-term borrowings, including junior subordinated notes owed
to unconsolidated subsidiaries, loan and investment security repayments and proceeds from the sale of securities, and
cash flows generated from operations are the primary sources of our funds for lending, investing, and other general
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purposes. Loan repayments are a relatively predictable source of funds except during periods of significant interest rate
declines, while deposit .flows tend to fluctuate with prevailing interests rates, money markets conditions, general
economic conditions and competition.

Deposits. United Western Bank offers a variety of deposit accounts with a range of interest rates and terms.
United Western Bank’s core deposits consist of both retail and institutional checking accounts, NOW-accounts, money
market accounts, and retail savings accounts and certificates of deposit. These deposits, along with brokered deposits,
and short-term-and long-term borrowings, are used to support our asset base. Retail deposits aré obtained predominantly
from the geographic trade areas surrounding our office locations. Institutional deposits are obtained nationally. United
Western Bank relies primarily on customer service and relationships with customers to attract and retain deposits;
however, market interest rates and rates offered by competing financial institutions significantly affect our ability to
attract and retain deposits. United Western Bank is implementing a new deposit gathering strategy that offers expanded
products and services compared to those we offered historically,

United Western Bank’s retail deposits were previously obtained primarily from the branches in Sun City,
Arizona and Las Cruces, New Mexico, prior to.their sale in 2004, which included approximately $182.5 million of retail
deposits. On a continuing basis, United Western Bank will focus on generating traditional deposits from its expansion
of community banking services through the opening of branch locations along the Colorado Front Range market. These
deposits are anticipated to fund a 31gn|ﬁcant portion of our liquidity needs for our community bankmg strategy.

We have hlstoncaily relied upon the use of brokered deposxts as an alternative funding source Wthh allows us
flexibility in managing our overall interest expense; however, prospectively we intend to rely on thlS source to a lesser

extent,

The following table sets forth the balances for each major category of United Western Bank’s deposit accounts
and the weighted-average interest rates paid for interest-bearing deposits for the periods indicated:

December 31, 2006 December 31, 2005

Percent of Weighted Percent of Weighted

- Total Average Total Average
Amount  Deposits Rate Amount  Deposits . =~ Rate

(Dollars in thousands)

Passbook accounts $ 115 0.01% 1.28% $ 405 0.04% 1.26%
NOW accounts 604,821 44.95 0.63 495,260 44.06 0.49
Money market accounts 705,371 5241 2.78 581,704 51.75 1.69
Subtotal T 1,310,307 97.37 1.79 1,077,369 - 9585 .- 1.18
Certificate accounts 35374 2.63 3.87 46,675 415 3.66

Total Deposits ‘ $1,345,681  100.00% 1.84% $1,124,044  100.00% 1.27%

A significant portion of United Western Bank’s total deposits arc funds on deposit as a result-of unaffiliated
institutional relationships maintained by United Western Bank. See further discussion of these deposits in Item LA,
“Risk Factors — Risk Related to Our Business™ and Note 14 — “Deposits” to our consolidated ﬁnanc:a] statements
included in this report.

i

The following table sets forth the amount of United Western Bank’s certificates of depoéit that are grcat-;;r than
£100,000 by time remaining until maturity as of Decembér 31, 2006:

Weighted Average

Amount Rate Paid
{Dellars in thousands)
Three months or less: $ 544 .. 380 %
Over three months Ihrough six months . 912 . '4.91
Over six months through twelve months o . 4,296 : 5.65
Over twelve months 801 4,57
Total 3 6,553 526 %
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Short-term Borrowings. We have access to a variety of borrowing sources and use short-term and long-term
borrowings to support our asset base. From time to time short-term borrowings include securities sold under agreements
to repurchase, FHLBank advances and lines of credit. Short-term borrowings decreased by $62.0 million to
$569.4 million at December 31, 2006 compared to $631.4 million at December 31, 2005. The decrease in short-term
borrowings was primarily due to the Company’s strong institutional deposit growth and its long term goal of migrating
to a more traditional and less interest sensitive deposit base. United Western Bank utilizes advances from the FHLBank-
Topeka as.its primary source for borrowings. At December 31, 2006, United Western Bank had overnight and term
borrowings from the FHLBank of $519.4 million compared to $615.0 million at December 31, 2005. The dcclme was
due to the increase in deposits as well as the utilization of repurchasc agreements in 2006.

The following table sets forth a summary of our short-term borrowmgs durmg 2006, 2005 and 2004 and as of
the end of each such period: :

Average
Amount Amount Maximum , |, Weighted Weighted
Outstanding - Oqtstandlng Outstanding ' Average Interest  Average [nterest
s at During the = - at any Rate During Rate at
‘ Year-End - Year(l) Month-End the Year Year-End
. ) ) o Ve L. \ . , (Dollars in thousands) - o

At ot for the year ended December 31, 2006: o : B T T .

‘FHLBank borrowings(2) $ 519,431 $ 630229 § 736,020 474 % . 503 %
Repurchase Agreements 50,000 9,115 50,000 4.95 4,94
Revolving lines of credit - oo - o o T- -
School financing : - 5,302 16,305 6.06 -

At or for the year ended December 31, 2005: . . ’ :
FHLBank borrowings(3) $ 615,028 $- 574,982 $ 650,066 353 % 412 %
Revolving lines of credit - 33 - 6.86 -
School financing . 16,364 14,844 17,032 6.06 627

At or for the year ended December 31, 2004: ' T
FHLBank borrowings(4) . $ 506,118 $ 502,740 $ 601,147 2.46 =295 %
Revolving lines of credit ) T = - . - - -
School financing . - 15,572 24,835 " 30,350 ' 4.14 " 570

(1)  Calculations are based on daily averages where available and monthly averages otherwise.

(2} A total of $136.0 million of the FHLBank borrowings outstanding at December 31, 2006 were borrowed under short option advance agreements
with the FHLBank. The interest rates on the short option advance borrowings ranged from 3.27% to 5.63% at December 31, 2006 and their
possible call dates varied from January 2007 to September 2009. A total of $10.0 million of the FHLBank borrowings outstanding at
December 31, 2006 were borrowed under fixed rate advance agreements with the FHLBank. The interest rate on the fixed rate advance was
3.92% at December 31, 2006, and the maturity date is May 2008, Additionally, $931,000 of the FHLBank borrowings outstanding at December
11, 2006 are fixed-term/rate advances, which were borrowed from the FHLBank to offset specific loans originated by United Western Bank.
The principal amount of these fixed-term/rate advances adjusts monthly based on an amortization schedule. The interest rate on the fixed-
term/rate advances was 5.84%, and their maturity date is June 2014. ,

(3} A otal of $286.0 million of the FHLBank borrowings outstanding at December 31, 2005 were bottowed under shon option advance agreements

“+ with the FHLBank. ' The interest' rates on the short option advance borrowings tanged from 3.62% to 5.63% at December 31, 2005 and their
possible call dates varied from January 2006 to August 2007. A total of $20.0 million of the FHLBank borrowings outstanding at December 31,
2005 were borrowed under fixed rate advance agreements with the FHLBank. The interest rates on the advances ranged from 3.28% to 3.92% at
December 31, 2005, and their maturity dates ranged from November 2006 to May 2008. Additionally, $1.0 million of the FHLBank borrowings
outstanding at December 31, 2005 are fixed-term/rate advances, which were borrowed from the FHLBank to offset specific loans originated by

. United Western Bank. The principal amount of these fixed-term/rate advances adjusts monthly based on an amomzanon schedule. The mtcrest
rate on the fixed-term/rate advances was 5.84%, and their maturity date is June 2014,

(4)  Atotal of $176.0 million of the FHLBank borrowings outstanding at December 31, 2004 were borroved under short option advance agreements
with the FHLBank. The interest rates on the short option advance borrowings ranged from 2.69% to 5.63% at Dccember 31, 2004 and their
possible call dates varied from January 2005 to November 2006. A total of $40.0 million of the FHLBank borrowings outstandmg at December
31, 2004 were borrowed under fixed rate advance agreements with the FHLBank. The interest rates on the advances ranged from 2.87% to
3.92% at Decernber 31, 2004, and their maturity dates ranged from November 2005 to May 2008. Additionally, $1.1 million of the FHLBank
borrowings outstanding at December 31, 2004 are fixed-term/rate advances, which were borrowed from the FHLBank to offset specific loans
originated by United Western Bank. The principal amount of these fixed-term/rate advances adjusts monthly based on an amortization schedule.
The interest tate on the fixed-term/rate advances was 5.84%, and their maturity date is June 2014.
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Other Borrowings, Junior subordinated debentures owed to unconsolidated 'subsidiary trusts include
debentures we sold to Matrix Bancorp Capital Trusts, II, TI1, 1V, V, VI and VIII in connection with the issuance of their
preferred securities in 2001, 2001, 2001, 2002,.2004 and 2005, respectively. As of December 31, 2006 and
.December 31, 2005, our junior subordinated debentures owed to unconsolidated subsidiary trusts were $56.2 million and
$61.4 million, respectively. See “Liquidity - Company qumd:ty below and Note 16 to the consolidated financial
statements for furtheranalyms . et ' ‘

Liquidity - , : : . e o

Bank Liquidity. Liquidity management is monitored by an Asset/Liability Managerﬁent Committee .(“AL.CO”),
consisting of members of management and the board of directors of United Western Bank, which reviews historical
funding requirements, current liquidity position, sources and stability of funding, marketability of assets, options for

attracting additional funds, and anticipated future funding needs, including the level of unfunded commitments. -
. . . i

Our primary sources of funds are retail, commercial and institutional deposits, advances from FHLBank and
other borrowings and funds generated from operations. Funds from operations include principal and interest payments
received on loans and securitics. While maturities and scheduled amortization of loans and securities provide an
indication of .the timing of the receipt of funds, changes in interest rates, economic conditions and’competition strongly
influence mortgage prepayment rates and deposit flows, reducing the predictability of the timing on sources of funds. .

United Western Bank has an internal policy that requires certain liquidity ratios to be met. Our current policy
requires that we maintain a set amount of liquidity on balance sheet at all .times and that we have off balance sheet
liquidity readily available to the Bank to meet the day-to-day liquidity requirements of the Bank and its customers.
United Western Bank is a member of the FHLBank of Topeka and has the ability to.borrow up to 40%.of the assets of
United Western Bank. At Decémber 31, 2006, United Western Bank had.unused bormwmg capac1ty at FHLBank
borrowings of approximately $38 Imillion. - gy

s

At December 31, 2006, our bank had outstanding letters of credit, loan origination commitments and unused
commercial and retail lirics of credit of approximately $241 million. OQur’ bank anticipates that we will have sufficient
funds available to meet current origination and other lending commitments. * Certificates of deposit that-are scheduled to
mature within one year totaled $20 million at December 31, 2006 including brokered deposits. Although no assurance
can be given, we expect to retain a substantial majority of these retall cemﬁcates of deposnt and that we will allow the
brokered deposns to mature without renewal.

Company Liquidity., Our main sources of liquidity at the holding company level are existing cash and notes
receivable and dividends and tax payments from our subsidiaries and two lines of credit maintained w1th a large regional
correspondent’ ‘bank in the total amount of $17.0 million. As of December 31, 2006, we had $17.0 mllllon undrawn and

available under our line of credlt i
]

The Company is reliant on dividend and tax payments from its subsidiaries in order to fund operatlons meet
debt and tax obhgatlons and grow new or developing lines of business. A long-term inability of a subsidiary to make
dividend payments could significantly impact the Company’s liquidity. Historically, United Western Bank has made the
majority of the dividend payments received by the, Company. Due to the gains generatcd on the 2004 sale of our
majority interest in Matrix Asset Management Corporation and our interest in Matrix Settlement and Clearance Services
LLC, dividends were also paid by these subsidiaries to the Company., In, addmon the Company generated cash flow
from the sale of Matrix Bancorp Trading, Inc. and ABS School Services LLC during 2006. See Note 3. “Discontinued
Operations — Sale of Assets of Matrix, Bancorp Trading, Inc.” and Note 4. “Discontinued Operauons — Sale of ABS
School Services, LLC™ to the consolidated financial statements included in this report.  As a result of the liquidity
generated, United Western Bank did not pay a dividend to the Company in 2006, 2005 or in 2004. Prospectively,
United Western Bank anticipates the payment of dividends to the Company of approXimately 33% of its net income and
an additional d1v1dend of approximately $4 million in the second quarter of 2007. If dividends and tax payments from
subsidiaries are not sufficient to fund the cash requirements of the Company, the Company intends to utilize the line of
credit and revolvmg credit on its bank stock loan, as needed, to meet its own and the other subsidiaries financial
obligations. = - LI
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In December 2005, as noted in ltem 1. “Establishment of Community Banking Identity” in this report, the
Company raised funds through the private placement of our common stock and utilized those funds to conduct an issuer
tender offer for shares of our common stock, which tender offer was completed January 23, 2006.

The Company has sponsored seven trusts, Matrix Bancorp Capital Trusts 1 through VI, and Matrix Bancorp
Capital Trust VIII, (the “Trusts™). The Company owns 100% of the common equity of each of the Trusts. The Trusts
were formed for the purposes of issuing corporation-obligated mandatorily redeemable capital securities (the “capital
securities”) to third-party investors and investing the proceeds from the sale of such capital securities solely in junior
subordinated debt securities of the Company. The debentures held by each Trust are the sole assets of that Trust.
Distributions on-the capital securities issued by each Trust are payable cither quarterly or semiannualtly at a rate per
annum equal to the interest rate being earned by the Trust on the debentures held by that Trust. The capital securities of
the Trusts arc subject to mandatory redemption, in whole or in part, upon repayment of the debentures. The Company
has entered into agreements which; taken colléctively, fully and unconditienally guarantce the capital securities subject
to the term of each of the guarantees. See details and further discussion of the Trusts in Note 16 to the consolidated
financial statements included in this repoit.

In October 2006, the Company fully redeemed the outstanding balance of the 10.0% cumulative trust preferred
securities issued by Matrix Bancorp Capital Trust I in July of 1999. The Company redcemed an aggregate amount of
$5.2 million of the trust preferred and common securitics in the amount of $25.00 for each trust preferred security, plus
accumulated and unpaid distributions through the redemption date, which was October 13, 2006. On July 20, 2005, the
Company redeemed $8.2 million of this i issue.

In June 2005, Matrix Bancorp Capital Trust VIIT (*Trust VII), a Delaware business trust formed by United
Western Bancorp, completed the sale of $7.5 million of 5.86% preferred securitics. Trust VIII also issued commeon
securities to the Company, and uséd the net proceeds from the offering to purchase $7.7 million in principal amount of
5.86% junior subordinated debentures of United Western Bancorp due July 7, 2035. The interest rate is fixed through
July 2010, at which time it will reset to a variable rate of three-month LIBOR plus 1.69%. The preferred securitics
accrue and pay distributions quarterly at an annual rate of 5.86% of the stated liquidation amount of $1,000 per preferred
security. The Company has fully and unconditionally guaranteed all of the obligations of Trust V11T under the preferred
securitics. The guarantee covers the quarterly distributions and payments on liquidation or redemption of the preferred
securities, but only to the extent of funds held by Trust VIII. The preferred securities are mandatorily redeemable upon
the maturity of the junior subordinated debentures or upon earlier redemption as provided in the indenture. The
Company has the right to redeem the junior subordinated debentures, in whole or in part, on or after July 7, 2010, at a
redemption price specified in the indenture plus any accrued but unpaid interest to the redemption date. Proceeds raised
were used to partially redeem the 10% trust preferred securities of Capital Trust I, discussed above.

Contractual Obligations, Commitments, Contingent Liabilities and Off-Balance Sheet Arrangements.
The following table presents, as of December 31, 2006, the Company’s significant fixed and determinable contractual
obligations by payment date. The payment amounts represent those amounts contractually due to the recipient and do
not include any unamortized premiums or discounts, hedge basis adjustments or other similar carrying value
adjustments. Further discussion of the nature of each obligation is included in the referenced Note to the consohdated
financial statements. ' : !

_ ) As of December 31, 2006
“ Note T Year Ttod T 3tod Over 5
. Reference orlLess - Years Years Years Total

Contractual Obligations ' (Dollars in thousands)
Deposits (passbook, NOW and ;"

money market) 14 $1,310,307 $ - 8 - 5 - $1,310,307
Certificate accounts ' 14 -- 19,580 15,598 - 196 - 35,374
FHLBank borrowings ‘ : 17 - 498,500 10,000 . 10,931 R 519,431
Borrowed money 15 - - - 60,000 60,000
Junior subordinated debentures owed ‘ ‘

to unconsolidated subsidiary trusts - 16 - — — 56,216 56,216
Sale leaseback commitment . 21 1,367 2,734 . 2,734 6,496 13,331
Other operating leases 21 582 1,107 970 973 3,632

!
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The following table presents for the periods shown, the Company’s schedule of mgmﬁcant cormmtmcnts

. . AsofDecemberJl,. .
2006 i 2005

Commitments (Dollars in thousands) ..

Commitments to extend credit:
Loans secured by mortgages $ 74,450 5 49,732
Construction loans . ) : 122,526 o 48,860
Commercial lines of credit B 14,627 854 '
Commercial loans N o 28,641 ' , 1,569
Consumer loans ) S 246 : 278
Standby letters of credit . " 791 o 429
Commitments to purchase USDA and SBA loans - 39,660

Further discussion of these commitmems is included in Note 21 of the consolidated financial statements. In
addition, the Company has contingencies due to various htlganon matters which are also discussed in Note 21 of the
consolldated ﬁnancml statements. .

The Company may also have liabilities under certam contractual agreements commgent upon the occurrence of
certain events. A discussion of the significant contractual arrangements under which the Company may be held
contingently liable, mcludmg guarantee arrangements, is included in Note 21 of the consolidated financial statemems

In connection with the sale of ABS School Services, LLC, the Company’s recourse obligation for certain
loans, which was $5,400,000 at March 31, 2006, was transferred to the purchaser. Pursuant to the sales agreement, the
Company guarantees, for a five year period, the repayment of the loans sold to the purchaser up to an aggregate amount
of $1,650,000, creating a new recourse obligation for the Company. Included'in other general and administrative
expenses for the year ended December 31, 2006 is a charge of $950,000 to refléct in the Company’s consolidated
financial statements the estimated liability related to this recourse obligation. This charge is’ included in other
noninterest expense. o o ' '

The Company maintains a liability for estimated losses on loans expected to be repurchased or on which
indemnification is expected to be provided and regularly evaluates the adequacy of this repurchase liability based on
trends in repurchase and indemnification requests, actual loss experience, and other relevant factors including economic
conditions, Total loans repurchased during the years ended December 31, 2006, 2005 and 2004 were $1,185,000,
$2,019,000, and $14,337,000 respectively. Loans indemnified that remain outstanding at December 31, 2006 totaled
$10,154,000, of which $3,995,000 are guaranteed as to principal by FHA. Losses charged against the liability for
estimated losses on repurchase and indemnification were $342,000, $2,140,000, and $3,660,000, for 2006, 2005 and
2004, respectively. At December 31, 2006 and 2005 the liability for estimated losses-on repurchase and indemnification
was $2,093,000 and $2,365,000, respectively, and was included in other liabilhities on the consolidated balance sheets.

Capital. See Item 1. “Business—Regulation and Supervision—United Western Bank’s Capital Ratios” for a
discussion about the capital ratios and required capital ratios of United Western Bank. United Western Bank and.
Sterling are restricted in certain instances from paying dividends to United Western Bancorp due to certain regulatory
requirements. See Item 1. *Business—Regulation and Supervision.”

h}

As discussed in Item 3. “Legal Proceedings,” we are from time to time party to various litigation matters, in
most cases, involving ordinary routine claims incidental to our business. We accrue for contingent liabilities with
respect to litigation matters in accordance with the requirements of SFAS 5, which generally requires the Company to
accrue a loss for a litigation matter involving a contingent liability if the loss is probable and the-amount of the toss is
reasonably estimable. With respect to all pending litigation matters, our vltimate legal and financial responsibility, if
any, cannot be estimated with certainty. As such, the impact on our liquidity and capital cannot be estimated with
certainty, and, an adverse decision in certain matters, as described in Item 3. “Legal Proceedmgs ' may have a material,
adverse impact on our consolidated liquidity or capttal

During the fourth quarter of 2002, the Company executed a Shareholder Rights Plan at which time the Board of
Directors of the Company declared a dividend of one preferred stock purchase right-for each outstanding share of the
Company’s common stock. Each of these Rights, which are not immediately exercisable, entitles the holder to purchase
one one-thousandth of a share of the Company’s newly designated Series ‘A Junior Participating Preferred Stock at an
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exercise price of $40.00. The Rights are not exercisable until certain events occur, are not detachable from the
Company’s common stock and do not have any immediate value to stockholders. The Rights distribution was made on
November 15, 2002, payable to shareholders of record on that date. The Rights will expire on November 5, 2012.

Statement of Cash Flows

Operating Activities. Cash flows from operating activitics primarily include net income for the year,
adjustments for items in net income that did not impact cash and activities related to trading securities and loans held for
sale. Net cash provided by operating activities increased by $330 million to $318 million for the year ended
December 31, 2006 compared to a use of cash of $12 million for 2005 and a use of cash of $900 million for 2004, The
increase in cash from operating activities is due to a decline in securities trading and a significant decline in the purchase
of loans held for sale. Prospectively we do not anticipate that loans purchased for sale will reach the levels of 2005 and
2004.

Investing Activities. Cash flows from investing activities reflect the impact of loans and investments acquired
for the Company’s interest-earning asset portfolios, as well as cash flows from asset purchases and dispositions and
security purchases and sales. Net cash used in investing activities increased by $211 million to $414 million for the year
ended December 31, 2006 from $202 million for the year ended December 31, 2005. The increase was primarily due to
an $89 million increase in loan originations, and approximately $157 million increase in securities available for sale
purchased. For the year ended December 31, 2004, cash flows from investing activities resulted in cash inflows of $755
million from the sale of SBA pooled securities that were classified as securities available for sale in 2004,

_Financing Activities. Cash flows from financing activities include transactions and events whereby cash is
obtained from depositors, creditors or investors. Net cash provided by financing activities decreased by $122 million to
$73 million for the year ended December 31, 2006 from $195 million for the year ended December 31, 2005, primarily
due to the proceeds from the private placement in 2005 which raised $87 million (net of certain direct costs), of which
$80 million was subsequently uscd in 2006 to fund the tender offer. Offsetting this use of cash was an increase in
deposits. For the year ended December 31, 2004 cash increased from financial activities due to growth of deposits net
of deposits sold with the sale of the United Western branch bank locations in Sun City, Arizona and Las Cruces, New
Mexico.

Inflation and Changing Prices

The consolidated financial statements and related data presented in this document have been prepared in
accordance with accounting principles generally accepted in the United States of America, which require the
measurement of financial position and operating results in terms of historical dollars without considering changes in the
relative purchasing power of money over time due to inflation. Unlike most industrial companies, substantially all of
our assets and liabilities are monetary in nature. As a rcsult, intcrest rates have a more significant impact.on our
performance than the effects of general levels of inflation. Interest rates do not necessarily move in the same direction
or in the same magnitude as prices of goods and services.

Forward Looking Statements

Certain statements included in this report contain “forward-looking statements”™ within the meaning of the
Private Securities Litigation Reform Act of 1995 that are subject to significant risks and uncertainties. Forward-looking
statements include information concerning our future results, interest rates, loan and deposit growth, operations,
community bank implementation and business strategy. These statements often included terminology such as *may,”
“will,” “expect,” “anticipate,” “predict,” “believe,” “plan,” “estimate” or “continue” or the negative thereof or other
variations thereon or comparable terminology. As you consider forward-looking statements, you should understand that
these statements are not guarantees of performance or results. They involve risks, uncertainties and assumptions that
could cause actual results to differ materially from those in the forward-looking statements. These factors include but
are not limited to: the successful implementation of our community banking strategies, the timing of regulatory
approvals or consents for new branches or other contemplated actions; the availability of suitable and desirable locations
for additional branches; the continuing strength of our existing business, which may be affected by various factors,
including but not limited to interest rate fluctuations, level of delinquencies, defaults and prepayments, general economic
conditions, competition, legal and regulatory developments and the risks and uncertainties discussed herein or elsewhere
and/or set forth from time to time in our other petiodic reports filings and public statements.

M &
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You should keep in mind that any forward-looking statements made by the Company speak only as of the date
on which we make it. - New risks and uncertainties come up from time.to time, and it is impossible for us to predict these
events or how they may affect us. We have no duty to, and do not intend to, update or revise the forward-looking
statements after the date on which they are made. In light of these risks and uncertainties, you should keep in mind that
any forward-looking statement made in this document or elsewhere may not reflect actual results. Our risk factors are
discussed in greater detail in Item 1A. “Risk Factors” in this report. .

’

Item 7A. Quantitative and Qualitaﬁve Disclosures About Market Risk

Market Risk. Market risk is the risk that the market value or estimated fair value of our assets, liabilities, and
derivative financial instruments will decline as a result of changes in interest rates or financial market volatility, or that
our net income will be significantly reduced by interest rate changes. Market risk is managed operationally by ALCO,
and is addressed through a selection of funding instruments supporting balance sheet assets, as well as monitoring our
asset investment strategies.

Asset Liability Management. ALCO establishes policies that monitor and coordinate our sources, uses and
pricing of funds and manages interest rate risk discussed below. We have engaged a third party to provide consulting
services to assist us with our asset/liability management. We meet with this consulting firm quarterly to monitor the -
interest rate risk position and to analyze and discuss strategies related to asset/liability management. We anticipate that
we will continue to engage this consulting firm on a quarterly basis to perform quarter end models of interest rate risk
and asset/liability positions and will use these models ds well as our own internal modeling to support asset/hab:llty
decisions. .

Interest Rate Risk. A significant portion of our operations and ultimate success is partially dependent upon ou1{
ability to manage our interest rate risk. ALCO continually monitors our sensitivity to interest rate changes. It is our
policy to maintain an acceptable level of interest rate risk over a range of possible changes in interest rates while
remaining responsive to market demand for loan and deposit products general market volatility. Management controls
our interest rate exposure using several strategies, which include adjusting the maturities of securities in our lnvestment
portfolio, and limiting fixed rate loans or fixed rate depaosits with terms of more than five years.

Interest rate risk can be defined as the exposure of our net interest income to adverse movements in interest
rates. Although we manage other risks, such as credit, operational and liquidity risk in the normal course of business,
we consider interest rate risk to be a significant market risk that could potentially have the largest material effect on our
financial condition and results of operations. The majority of our market risk related to interest rates exists within the
operations of United Western Bank. However,- Matrix Financial also has interest rate risk related to its mortgage
servicing rights. This interest rate risk is also very closely related to repayment risk.

At Matrix Financial, the susceptibility to movements in interest rates affects the cash flows generated from the

mortgage servicing rights, which are recorded in other income. In a decreasing interest rate environment, the underlying

servicing portfollo tends to prepay faster which reduces future servicing income; in an increasing’ 1nterest rate
environment, prepayments tend to decrease, which increases expected future servicing income.

At United Western Bank we own SBA pooled securities and SBA purchased loans. These assets are prime’
based and generally float with prime on a quarterly basis. As such, these assets have a relatively low interest rate risk,
but a high repayment risk. Because the sccuritics and loans are all prime rate based, and the underlying collateral
consists of the guaranteed portion of SBA loans, the assets have a higher cost relative to par than the remaining assets
owned by United Western Bank. As repayments increase this has a negative impact on the yield we earn on these assets.

The majority of our residential loan portfolio continues to be held for sale, which requires us to perform
quarterly market valuations of the portfolio in order to properly record the portfolio at the lower of aggregate cost or
market. Therefore; we continually monitor the interest rates of our loan portfolio as compared to prevalent interest rates
in the market.

We continue to attempt to reduce the volatility in net interest income by managing the relationship of interest
rate sensitive assets to interest rate sensitive liabilities. To accomplish this, we focus on the origination of adjustable rate
community bank loans and the acquisition of acquiring floating or hybrid mortgage backed securities. We also purchase
with the intent to sell as pooled securities the guaranteed portion of SBA loans. Again, the loans generally adjust with
prime and present very little interest rate risk.
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Another significant strategy on which we are focused in managing interest rate risk is the identification of lines
of business that generate noninterest rate sensitive liabilities. Examples of this strategy are Sterling’s operations, which
administer deposits with relatively low costs, and the Bank’s and Matrix Financial’s loan servicing functions, which
generate no cost escrow deposits, . :

In the event that yields on our assets and liabilitics do adjust to changes in market rates to the same extent, we
may still be exposed to yield curve risk. Yield curve risk reflects the possibility the changes in the shape of the yield
curve could have different effects on our assets and liabilities. :

See Ttem 1A. “Risk Factors,” and Item 7. “Management’s Discussion and Analysis of Financial Condition™ for
further discussion. .

_ Item 8. Financial Statements and Supplementary Data
See Index to Financial Statements on p.age F-1.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None. |

Item 9A. Controls and Procedures -

2

As of the end of the period covered by this Annual Report on Form 10-K, an evaluation was carried out by the
Company’s management, with the participation of its Chief. Executive Officer, Chief Financial Officer and Chief
Accounting Officer, 15d — 15(e) of the effectiveness of the Company’s disclosure controls and procédures (as defined in
Rule 13a-15(¢) and 15d — 15(e) under the Securities Exchange Act of 1934). Based upon that evaluation, the Chief
Executive Officer, Chief Financial Officer and Chief Accounting Officer concluded that the disclosure controls and
procedures were effective as of the end of the period covered by this report. No changes were made to the Corporation’s
internal control over financial reporting (as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934) during
the last fiscal quarter that materially affected, or are reasonably likely to materially affect, the Corporation’s internal
control over financial reporting.

ftem 9B. Other Information

None.
PART III

Item 10. Directors, Executive Officers and Corporate Governance

Item 11. Executive Compensation

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Item 13. Certain Relationships and Related Transactions, and Director Independence

Item 14. Principal Accountant Fees and Services

Information required by these Items is incorporated herein by reference to the Company’s Proxy Statement
(Schedule 14A) for its 2007 Annual Meeting of Sharcholders, which was filed with the Commission on February 20,
2007.

PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) (1) and (a) (2) Financial statements and financial statement schedules
See Index to Financial Statements on page F-1.
' (c) Exhibits . :
See Exhibit Index, beginning on page 1I-1.
(d) Financial Statement Schedules

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed-on its behalf by the undersigned, thereunto duly authorized on the 16" day of March,

2007.

Dated:  March 16, 2007

UNITED WESTERN BANCORP, INC.

/s/ Scot T. Wetzel

Dated:  March 16, 2007

-Scot T. Wetzel~ . !

President and Chief Executive Officer
(Principal Executive Officer)

/s/ William D. Snider

Dated:  March 16, 2007

Witliam D. Snider
Chief Financial Officer )
(Principat Financial Officer)

/s/ Benjamin C. Hirsh

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following

Benjamin C. Hirsh
Chief Accounting Officer
(Principal Accounting Officer)

persons on behalf of the registrant and in the capacities and on the dates indicated.

Signatures

/sf Scot T. Wetzel

Scot T. Wetzel

fs/ Guy A. Gibson

Guy A. Gibson

/s/ William D. Snider

William D. Snider

/s/ Robert T. Slezak

Robert T. Slezak

/s/ Lester Ravitz

Lester Ravitz

s/ Dr. James Bullock -

Dr. James Bullock

s/ Jeffrey R. Leeds

Jeftrey R. Leeds

Title . " Date

President, Chief Executive' March 16, 2007
Officer and a Director’ S
(Principal Executive Officer)

Chairman of the Board ' ' March 16, 2007

Vice Chairman, Chief Financial ‘ March 16, 2007

Officer and a Director
(Principal Financial Officer)

Director March 16, 2007

Director , March 16, 2007
Director S March 16, 2007
Director March 16, 2007
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INDEX TO EXHIBITS

Articles of Amendment to the Anrticles of Incerporation, filed as Exhibit 3.1 to Registrant’s annual report on
Form 10-K for the fiscal year ended December 31, 2002 filed by the Registrant with the Commission.

Articles of Amendment to the Articles of Incorporation.
Bylaws, as amended, of the Registrant

Specimen Certificate for Common Stock of the Registrant, filed as Exhibit 4.1 to Registrant’s registration
statement on Form S-1 (No. 333-10223), filed by the Registrant with the Commission on August 15, 1996.

1996 Amended and Restated Employee Stock Option Plan, incorporated by reference 1o Appendix {11 of the
Proxy Statement filed by the Registrant for the annual meeting of shareholders held on June 15, 2006, filed
with the Commission as Exhibit 4.1 to Registrant’s Form S-8 Registration statement on June 30, 2006. o

Form of Non-Qualified Stock Option Agreement, filed as Exhibit 99.1 to Registrant’s report on Form 8-K filed
by the Registrant with the Commission on February 16, 2005.¢

Form of Director Non-Qualified Stock Option Agreement, filed as Exhibit 99.2 to Registrant’s report on Form
8-K filed by the Registrant with the Commission on February 16, 2005.»

1996 Employee Stock Purchase Plan, incorporated by reference to Appendix 1T of the Proxy Statement filed by
the Registrant for the annual meeting of shareholders held on June 15, 2006, filed with the Commission as
Exhibit 4.2 to Registrant’s Form S-8 Registration statement on June 30, 2006. «

Indenture by and among the Registrant and State Street Bank and Trust Company, as trustee, relating to the
10% Junior Subordinated Debentures due 2029, filed as Exhibit 4.7 to Registrant’s registration statement on
Form S-1 (No. 333-79731), filed by the Registrant with the Commisston on June 1, 1999,

Form of Junior Subordinated Debentures, filed as Exhibit 4.8 to Registrant’s registration statement on Form S-
1 (No. 333-79731), filed by the Registrant with the Commission on June 1, 1999,

Certificate of Trust of Matrix Bancorp Capital Trust I, filed as Exhibit 4.9 to Registrant’s registration statement
on Form S-1 (No. 333-79731), filed by the Registrant with the Commission on June 1, 1999,

Amended and Restated Trust Agreement of Matrix Bancorp Capital Trust I, filed as Exhibit 4.10 to
Registrant’s registration statement on Form S-1 (No. 333-79731), filed by the Registrant with the Commission
on June 1, 1999.

Preferred Security Certificate for Matrix Bancorp Capital Trust I, filed as Exhibit 4.11 to Registrant’s
registration statement on Form S-1 (No. 333-79731), filed by the Registrant with the Commission on June |,
1999,

Preferred Securities Guarantee Agreement of the Company relating to the Preferred Securities, filed as Exhibit
4.12 to Registrant’s registration statement on Form S-1 (No. 333-79731), filed by the Registrant with the
Commission on June 1, 1999,

Agreement as to the Expenses and Liabilities, filed as Exhibit 4.13 to Registrant’s registration statement on
Form 8-1 (No. 333-79731), filed by the Registrant with the Commission on June 1, 1999,

Indenture between the Registrant and Wilmington Trust Company, as debenture trustee, dated as of March 28,
2001, relating to the 10.18% junior subordinated deferrable interest debentures due June 8, 2031, filed as
Exhibit 10.5 to Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2001, filed by the
Registrant with the Commission.

Amended and Restated Declaration of Trust of Matrix Bancorp Capital Trust II, dated as of March 28, 2001,
filed as Exhibit 10.6 to Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2001, filed
by the Registrant with the Commission.

Common Securities Guarantee Agreement of the Registrant, dated as of March 28, 2001, filed as Exhibit 10.7
to Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2001, filed by the Registrant
with'the Commission.

Capital Securities Guarantee Agreement of the Registrant, dated as of March 28, 2001, filed as Exhibit 10.8 to
Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2001, filed by the Registrant with
the Commission.

Indenture between the Registrant and The Bank of New York, as debenture trustee, dated as of July 16, 2001,
relating to the 10.25% junior subordinated deferrable interest debentures due July 25, 2031, filed as Exhibit
10.3 to Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2001, filed by the Registrant
with the Commission.
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Amended and Restated Declaration of Trust of Matrix Bancorp Capital Trust I, dated as of July 16, 2001,
filed as Exhibit 10.4 to Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2001, filed
by the Registrant with the Commission. - )

Common Securitics Subscription Agreement of the Registrant, dated as of July 16, 2001, filed as Exhibit 10.5
to Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2001, filed by the Registrant with
the Commission.

'Capltal Securitics Agrcement of the Registrant, dated as of June 28, 2001, filed as Exhibit 10.6 to Registrant’s

quarterly report on Form 10-Q for the quarter ended June 30,.2001, filed by the Registrant with the
Commission.

Indenture between the Registrant and Wilmington Trust Company, as trustee, dated as of Novcmbcr 28, 2001,
relating to Floating Rate Junior Subordinated Debt Securities due 2031, filed as Exhibit 4.26 to Registrant’s
annual report on Form 10-K for the fiscal year ended December 31, 200[, filed by the Registrant with the
Commission. _

Amended and Restated Declaration of Trust of Matrix Bancorp Capital Trust IV, dated as of November 28,
2001, filed as Exhibit 4.27 to Registrant’s annual report on Form 10-K for the fiscal year ended December 31,
2001, filed by the Registrant with the Commission.

Guarantee Agreement of the Registrant, ‘dated as of November 2872001, filed as Exhibit 4.28 to Registrant’s
annual report on Form 10-K for the fiscal year ended December 31, 2001, filed by the Registrant with the
Commission,

Junior Indenture between the chlstrant and The Bank of New York, as trustee, dated as of July 25, 2002,
relating to Floating Rate Junior Subordinated Debt Securities, due July 25, 2032, filed as Exhibit 4.1 10 -
Registrant’s quarterly report on Form 10-} for the quarter ended Septembcr 30, 2002, ﬁled by the Registrant
with the Commission.

Amended and Restated Trust Agreement of Matrix Bancorp Capital Trust V, dated as of July 25, 2002, filed as
Exhibit 4.2 to Registrant’s quarterly report on Form 10-Q for the quarter ended September 30, 2002, filed by
the Registrant with the Commission.

Guarantee Agreement of Matrix Bancorp Capltal Trust V, dated as of July 25, 2002, filed as Exhibit 4.3 to
Registrant’s quarterly report on Form lO-Q for the quarter ended September 30, 2002, filed by the Registrant
with the Commission.

Amended and Restated Trust Agreement of Matrix Bancorp Capital Trust VI, dated as of August 30, 2004,
filed as Exhibit 10.1 to Registrant’s quarterly report on Form 10-Q for the quarter ended September 30, 2004,
filed by the Registrant with the Commission.

Guarantee Agreement of Matrix Bancorp Capital Trust VI, dated as of August 30, 2004, filed as Exhibit 10.2
to Registrant’s quarterly report on Form 10-Q for the quarter ended September 30, 2004, filed by the
Registrant with the Commission.

Junior Indenture between the Registrant and Deutsche Bank Trust Company Americas, dated as of August 30,
2004, relating to Junior Subordinated Debt Securitics, due October 18, 2034, filed as Exhibit 10.3 to
Registrant’s quarterly report on Form 10-Q for the quarter ended September 30, 2004, filed by the RGngtl’al‘lt
with the Commission.

Indenture between the Registrant and Wells Fargo Bank, National Association, as debenture trustce, dated as
of June 30, 2005, filed as Exhibit 10.1 to Registrant’s quarterly report on Form 10-Q for the quarter ended June
30, 2005, filed by the Registrant with the Commission.

Amended and Restated Declaration of Trust Agreement of Matrix Bancorp Capital Trust VIII, dated as of
June 30, 2005, filed as Exhibit 10.2 to Registrant’s quarterly report on Form 10-Q for the quarter ended June
30, 2005, ﬁled by the Registrant with the Commission. -

Guarantee Agreement of Matrix Bancorp Capital Trust VIII, dated as of June 30, 2005, ﬁled as Exhibit 10.3 to
Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2005, filed by the Registrant with
the Commission.

Rights Agreement dated as of November 4, 2002, between Matrix Bancorp, Inc. and Computershare Trust
Company, which includes the form of Articles of Amendment to State Terms of Series A Junior Participating
Preferred Stock, $0.01 par value, the form of Right Certificate and the Summary of Rights, filed as Exhibit 4.1
to Registrant’s report on Form 8-K filed by the Registrant with the Commission on Nevember 6, 2002.
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Indenture, dated February 13, 2004, between Registrant and Wells Fargo Bank, as Trustee, relating to Floating
Rate Subordinated Debt Security due 2014, filed as Exhibit 4.32 to Registrant’s annual report on Form 10-K
for the fiscal year ended December 31, 2003, filed by the Registrant with the Commission.

2006 Employee Stock Option Plan, incorporated by reference to Appendix IV of the Proxy Statement filed by
the Registrant for the annual meeting of shareholders held on June 15, 2006, filed with the Commission as
Exhibit 4.1 to Registrant’s Form S-8 Registration statement on June 30, 2006, » ' :

Assignment and Assumption Agreement, dated as of June 28, 1996, by and among Mariano C. DeCola,
William M. Howdon, R. Yames Nicholson and Matrix Funding Corp., filed as Exhibit 10.30 to Registrant’s
registration statement on Form S-1 (No. 333-10223), filed by the Registrant with the Commission on
August 15, 1996. .

Amendment to Assignment and Assumption Agreement, dated as of August 13, 2002, by and among
Mariano C. DeCola, William M. Howdon, R. James Nicholson and Matrix Funding Corp. filed with
Registrant’s annual report on Form 10-K for the fiscal year ended December 31, 2002, filed by the Registrant
with the Commission.

Development Management Agreement, dated as of June 28, 1996, by and atmong Matrix Funding Corp. and
Nicholson Enterprises, Inc., filed as Exhibit 10.31 to Registrant’s registration statement on Form S-1 (No. 333-
10223), filed by the Reglstrant with the Commission on August 15, 1996. :

Coyote Creek Planned Unit Development Agreement, dated as of July 1, 1998, by and among Fort Lupton,
L.L.C. and Matrix Funding Corp., filed as Exhibit 10.12 to Registrant’s annual report on Form 10-K for the
fiscal year ended December 31, 1998, filed by the Registrant with the Commission.

Fort Lupton Golf Course Residential and Planned Unit Development Agreement, dated as of November 28,

. 1995, filed as Exhibit 10.36 to Reglstrant s registration statement on Form S-1 (No. 333- 10223), filed by the

Registrant with the Commission on August 15, 1996,

Credit Agreement, dated as of December 27, 2000, by and between Registrant, as borrower, and U.S. Bank
National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.15 to Registrant’s annual
report on Form 10-K for the fiscal year cnded December 31, 2000, filed by the Registrant with the
Commission.

First Amendment to Credit Agreement, dated as of March 5, 2001, by and between Registrant, as borrower,
and U.S. Bank National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.3 to
Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2001, filed by the Reglstrant with
the Commission.

Second Amendment to Credtt Agreement, dated as of July 27, 2001, by and between Registrant, as borrower,
and U.S. Bank National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.2 to
Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2001, filed by the Registrant with the
Commission.

Third Amendment to Credit Agreement, dated as of December 26, 2001, by and between Registrant, as
borrower, and U.S. Bank National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.19
to Registrant’s annual report on Form 10-K for the fiscal year ended December 31, 2001, filed by the
Registrant with the Commission.

Fourth Amendment to Credit Agreement, dated as of March 31, 2002, by and between Registrant, as borrower,
and U.S. Bank National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.2 to
Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2002, filed by the Registrant with
the Commission.

Fifth Amendment to Credit Agreement, dated as of March 29, 2003, by and between Registrant, as borrower,
and U.S. Bank National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.1 to
Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2003, filed by the Registrant with
the Commission.

Sixth Amendment to Credit Agreement, dated as of March 31, 2004, by and between Registrant, as borrower,
and U.S. Bank National Association, as agent, ‘and certain lenders, as lenders, filed as Exhibit 10.1 to
Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2004, filed by the Registrant with
the Commission.

I1-3




10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25°

10.26

10.27 -

Seventh Amendment to Credit Agreement, dated as of March 31',"2065, by and between Registrant, as
borrower, and U.S, Bank National Association, as agent, and certain lenders, as lenders, filed as Exhibit 10.1 to
Registrant’s quarterly report on Form 10-Q for the quarter ended March 31,2005, filed by the Regrstrant with

_the Commission.

Eighth-Amendment to Credit Agreement dated as of March 31, 2006 rby and between Reglstrant as botrower,
and U.S. Bank National Association, as agent, ‘and certain lenders, :as lenders, filed as Exhibit 10.1 to

Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2006, filed by the Registrant with-

the Commission.

Lease dated as of September 1, 1999 by and between -Matrix_Financial Serwces Corporatlon and Suncor
Development Company, filed as Exhibit 10.22 to Registrant’s annual report on Form 10 K for the fiscal year
ended December 31, 2000, filed by, the Registrant with the Comrmssron e .
Matrix Bancorp, Inc, Executive Incentive Plan, filed as Exhibit 10.27 to Regrstrant s annual report on Form
10-K for the fiscal year ended December 31, 2000, filed by the Registrant with the Commission.e

Purchase and Assumption Agreement, dated as of February 28, 2003, by .Matrix Financial Services

SRR R

- Corporation, as seller, and AmPro Mortgage Corporation, as purchaser, filed as Exhibit: 10.1 to Registrant’s

report on Form 8-K filed by the Registrant with the Commission on March 4, 2003,

First Amendment to Purchase and Assurnpnon Agreement dated as of April 18, 2003 by and Matnx Financial
Services Corporation,. as seller, United - Western Bank, as_parent, and AmPro Mortgage Corporation, as
purchaser, filed as'Exhibit 10.2 to Registrant’s quarterly report on Form lO—Q for the quarter ended March 31,

2003, filed by the Reglstrant with the Commission.

Second Amendment to Purchase and Assumption Agreement dated as. of July 22 2003 by and between
Matrix Financial Services Corporation, as seller, Matrix Capital Bank;.as parent, and . AmPro Mortgage
Corporation, as purchaser, filed as Exhibit 10.1 to Registrant’s quarterly report on Form IO-Q for the quarter
ended June 30, 2003, filed by the Registrant with the Commission.

Third Amendment to Purchase and Assumption Agreement, dated as of August 31 2003 by and between
Matrix Financial Services Corporation, as seller, Matrix Capital | Bank, as parent, and AmPro Mortgage
Corporation, as purchaser, filed as Exhibit 10 to Registrant’s report on Form 8-K filed; by the Registrant with
the Commission on September 15, 2003. A . .

Branch Purchase and Deposit Assumption Agreement, dated as of January 30, 2004 by and between Matrix
Capital Bank and FirstBank, filed as Exhibit 10.41 to Registrant’s annual report.on Form 10-K for the fiscal
year ended December 31, 2003, filed by the Regrstrant with the Commission. . O

Branch Purchase and Deposit Assumption Agreement, dated as of July 7, 2004 by and between Matrix Capital
Bank and AccessBank, filed as Exhibit 10.4-to Registrant’s quarterly report on Form 10- Q for the quarter
ended September 30, 2004, filed by the Regrstrant with the Commission. -

Contribution and Sale Agreement, dated as of August 31, 2004 by and among First American Real Estate
Solutions LLC; Matrix Bancorp, Inc., and Matrix Asset Management Corporation, filed as-Exhibit 10.1 to
Registrant’s report on Form 8-K filed by the Reg:strant with the Commission on September 15, 2004.

Operating Agreement of Matrix Asset Management LLC,-dated as of September 10, 2004, filed as Exhlblt 10.5
to Registrant’s quarterly report on Form 10-Q for ‘the quarter ended September 30, 2004 ﬁled by the
Reglstrant with the Commission.

Contnbunon Agreement ‘dated as-of December 1, 2004 by and . among Bluff Pomt Associatés- Corp.,
McInemey/Gabrtele Family Lirhited Partnership, R. Clifion'D’ Amato, John H. Moody, MSCS Ventures, Inc.,
Matrix Bancorp, Inc., Matrix Capital Bank, Optech Systems, Inc.; Let Lee and MG Colorado Holdings, Inc.,
filed as Exhibit 10.1 to Registrant’s report on Form 8 K. filed by the Reglstrant with the Comm1s510n on
December 6, 2004 - ‘L . . y - ¢ = P

1! 4 - o

Amendment No. 1 to Contribution and Sale Agreement dated as of March 23, 2005 by and among | Bluff Point

Associates Corp., McInerney/Gabriele Family Limited- Partnership, R. Clifion’ D'Amato, John. H."Moody,

MSCS Ventures, Inc., Matrix Bancorp, Inc., Matrix Capital Bank,.Optech Systems Tnc., Let Lee and MG
Colorado Holdmgs Inc,, filed as Exhibit 10.1 to Registrant’s report on Form 8-K filed by the Reglstrant with
the Commission on Mareh 28, 2005. -

Amended and Restated Tendermg Stockholders Agreement, dated as of December 2,.2005 by and between
Matrix Bancorp, Inc. and Columbia Management Advisors, LLC filed as, Exhibit 10.1 to Registrant’s report on
Form 8-K filed by the Registrant with the Commission on December 13, 2005.
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10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

Amended and .Restated Tendéring Stockholders Agreement, dated as of December 2, 2005 by and between

“Matrix Bancorp, Inc. and David W. Kloos, filed as Exhibit 10.2 to Registrant’s report on Form 8-K filed by the

Registrant with the Commission on December 13, 2005, »

Amended and Restated Tendering Stockholders Agreement, dated as of December 2, 2005 by and between
Matrix Bancorp, Inc. and T. Allen McConnell, filed as Exhibit 10.3 to Registrant’s report on Form 8-K filed by
the Registrant with the Commission on December 13, 2005, o

Amended and Restated Tendcrmg Stockholders Agreement, dated as of December 2, 2005 by and between
Matrix Bancorp, Inc. and Richard V. Schmitz, filed as Exhibit 10.4 to Registrant’s report on Form 8-K filed by
the Registrant with the Commission on December 13, 2005, o

Amended and Restated Tendering Stockholders Agreement, dated as of December 2 2005 by and between-
Matrix Bancorp, Inc. and D. Mark Spencer, filed as Exhibit'10.5 to Registrant’s report on Form 8-K filed by
the Registrant with the Commission on December 13, 2005. »

The Registration Rights Agreement, dated as of December 9, 2005, by and between Matrix Bancorp, Inc.,
Friedman, Billings, Ramsey & Co., Inc. and the other parties thereto, filed as Exhibit 4.1 to Registrant’s report
on Form 8-K filed by the Registrant with the Commission on December 13, 2005.

Final Compromise Settlement Agreement and Release, dated as of December 22, 2005, filed as Exhibit 10.1 to
Registrant’s report on Form 8-K filed by the Registrant with' the Commission on December 27, 2005.

Retention, Separation and Release Agrécment, dated as of November 7, 2005, by and between Matrix Bancorp,
Inc., Matrix Bancorp Trading, Inc., First Matrix Investment Services Corp., First Matrix, LLC, ABS School
Services, LLC, Matrix Tower Holdings, LLC, Matrix Funding Corp., MTXC Realty Corp., Equi-Mor
Holdings, Inc., MSCS Ventures, Inc., and Community Development Funding [, LLC and T. Allen McConnell,
filed as Exlibit 10.42 to Registrant’s Form 10-K filed with the Commission on March 15, 2006. »

Retention, Separation and Release Agreement, dated as of November 7, 2005, by and between Matrix Bancorp,
Inc., Matrix Capital Bank, Matrix Bancorp Trading, Inc., First Matrix Investment Services Corp., First Matrix,
LLC, ABS School Services, LLC, Matrix Financial Services Corporation, Matrix Funding Corp., MTXC
Realty Corp., Sterling Trust Company, The Vintage Group, Inc., Vintage Delaware Holdings, Inc., Equi-Mor
Holdings, Inc., MSCS Ventures, Inc., Charter Facilities Funding, LLC, Charter Facilities Funding 111, LLC,
and Community Development Funding [, LLC and David W. Kloos, filed as Exhibit 10.43 to Registrant’s Form 10-
K filed with the Commission on March 15, 2006. =

Severance, Separation and Release Agreement, dated as of November 7, 2005, by and between Matrix
Bancorp, Inc., Matrix Capital Bank, Matrix Bancorp Trading, Inc., First Matrix Investment Services Corp.,

- Matrix Financial Services Corporation, MTXC Realty Corp., The Vintage Group, Inc., Sterling Trust Company

and United Western Funding Corp. and Richard V. Schmitz, filed as Exhibit 10.44 to Registrant’s Form 10-K filed
with the Commission on March 15, 2006,

Severance, Separation and Release Agreement, dated as of November 7, 2005, by and between Matrix
Bancorp, Inc., Matrix Capital Bank, Matrix Bancorp Trading, Inc., First Matrix Investment Services Corp.,
ABS School Services, LLC, Matrix Financial Services Corporation, United Western Insurance Services
Corporation, MTXC Realty Corp., United Western Tower Holdings, LLC, The Vintage Group, Inc., and Equi-
Mor Holdings, Inc. and D. Mark Spencer, filed as Exhibit 10.45 to Registrant’s Form 10-K filed with the Comrmsswn
on March 15, 2006,

Severance, Separation and Release Agreement, dated as of November 7, 2005, by and between Matrix
Bancorp, Inc. and David Frank, filed as Exhibit 10.46 to Registrant’s Form 10-K filed with the Commission on
March 15, 2006. »

Employment Agreement, dated March 15, 2006, and effective as of January 11, 2006, by and between Matrix
Bancorp, Inc. and Scot T. Wetzel, filed as Exhibit 10.1 to Registrant’s Form 8-K filed with the Commission on
March 20, 2006, ¢ _

Asset Purchase Agreement dated as of March 31, 2006, between Matrix Bancorp Trading, Inc., SN Capital
Markets, LLC, Security Nationa! Holding Company, LLC, and Security National Master Holdlng Company,
ELC, filed as Exhibit 2.1 to Registrant’s report on Form 8-K filed by the Registrant with the Commnssmn on
April 6, 2006.

Purchase Agreement dated as of May 5, 2006, between SKS Ventures, LLC and Equi-Mor Holdings, Inc., filed-
as Exhibit 10.1 to Registrant’s report on Form 8-K filed by the Registrant with the Commission on May 10,
2006.
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10.43
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10.45

10.46
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23.2*
31.1%*

31.2%

31.3*

32.1*

32.2*
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Credit Agreement dated as of June 30, 2006 between Matrix Bancorp, Inc. and Wells Fargo Bank, National
Association, relating to a line of credit in the amount of $12,000,000 and a $5,000,000 term loan, filed as
Exhibit 10.1 to Registrant’s Form 8-K filed with the Commission on July 7, 2006.

Agreement for Purchase and Sale dated as of August 11, 2006 between Matrix Tower Holdmgs LLC and
Grant Management, A.S., filed as Exhibit 10.1 to Reglstrant s Form 8-K filed with the Commission on

© August 25, 2006.

License Agreement dated as of September 29, 2006, between Legent Clearing, LL.C and United Western
Bancorp, Inc., filed as Exhibit 10.1 to Registrant’s Form 8-K with the Commission on October 5, 2006.

Revolving Loan Agreement dated as of September 29, 2006, between Legent Group, LLC and United Western
Bank, in the amount of $5,000,000, filed as Exhibit 10.2 to Registrant’s Form 8-K filed with the Commission
on October 5, 2006. -

Form of Office Lease dated as of October 1, 2006, bctween 700 17" Street Operating, LLC and United
Western Bank, filed as Exhibit 10.3 to Registrant’s Form 8-K filed with the Commission on October 5, 2006.

Statement Re: Computations of Ratios.
Subsidiaries of the Registrant.

Consent of McGladrey & Pullen LLP
Consent of KPMG LLP. '~ !

Certification by Scot T. Wétzel pursui’n'lt to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification by William D. Snider pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002. '

Certification by Benjamin C. Hirsh pursuant to 18 U $.C. Section 1350, as adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

Certification by D. Scot T. Wetzel pursuant to 18 U.S. C Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.
Certification by Witliam D. Snider pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002,

Certification by Benjamin C. Hirsh pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. : :

sCompensation Agreement
* Filed herewith

%
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Report on Management’s Assessment of Internal Control-over Financial Reporting

The management of United Western Bancorp, Inc. and subsidiaries is responsible for establishing and maintaining
adequate internal control over financial reporting.
United Western Bancorp, Inc.’s and subsidiaries (the Company) internal control over financial reperting is a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with accounting principles generally accepted in the United
States of America. The Company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect.the transactions
and dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial stateménts in accordance with accounting principles generally accepted
in the United States of America, and that receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the Company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
All internal control systems, no matter how well designed, have inherent limitations, including the possibility of
human error and the circumvention of overriding controls. Accordingly, even effective internal control over
financial reporting can provide only reascnable assurance with respect to financial statement preparation. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate, .

Management assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006, based on the framework set forth by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on that assessment, management
concluded that, as of December 31, 2006, the Company’s internal control over financial reporting is effective based
on the criteria established in fnternal Control-Integrated Framework. )

Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006, has been audited by McGladrey & Pullen, LLP, an independent registered public accounting
firm, as stated in their attestation report, which expresses an unqualified opinion on management’s assessment and
on the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006. Sece
“Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting.”

K

fs/ Scot T. Wetzel /s/ William D. Snider /s/ Benjamin C. Hirsh
Scot T. Wetzel William D. Snider Benjamin C. Hirsh
President and Chief Executive Chief Financial Officer Chief Accounting Officer
Officer ;
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Report of Independent Registered Public Accounting Firm oni Internal Control over Financial Reporting *'*

To the Board of Directors
United Western Bancorp, Inc.
Denver, Colorado

We have audited management's assessment, included in the accompanying Report on Management’s Assessment of
Internal Centrol over Financial Reporting, that United Western Bancorp, Inc. and subsidiaries maintained effective
internal control over financial reporting as of December 31, 2006, based on criteria cstablished in Internal Control—
Integrated Framework issued by the Committee of* Sponsoring Organizations of the Treadway Commission
(COS0}. United Western Bancorp, Inc.'s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management's assessment and an opinion on the cffectlveness of the
company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management's
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future pertods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinton, management's assessment that United Western Bancorp, Inc. and subsidiaries maintained effective
internal control over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Also in our opinion, United Western Bancorp, Inc. and
subsidiaries maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the December 31, 2006 consolidated financial statements of United Western Bancorp, Inc. and
subsidianies and our report dated March 16, 2007 expressed an unqualified opinion.

/s McGLADREY & PULLEN, LLP

Denver, Colorado
.March 16, 2007
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Report of Independent Registered Public Accounting Firm on the Consolidated Financial Statements .

To the Board of Directors
United Western Bancorp, Inc. ’ =
Denver, Colorado

We have audited the consolidated balance sheets of United Western Bancorp, Inc. and subsidiaries as of
December 31, 2006 and 2005, and the related consolidated statements of income, statements of sharcholders’ equity
and comprehensive income and cash flows for each of the two years in the period ended December 31, 2006. These
ﬁnancnal statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits, S

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards réquire that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement, An audit includes, exammmg, on a test basis,

evidence supporting the amounts and disclosures in the fi nanc1a] statements. An audit also includes assessing the ‘

accounting pnnmples used and significant estimates made by management, as well as evaluating the overall
financial statemeént presentation. We bellcvc that our audits prov1de a reasonable basis for our opinion,

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of United Western Bancorp, Inc. and subsidiaries as of December 31, 2006 and 2005, and the
results of their operations and their cash flows for each of the two years in the period ended December 31, 2006, in
conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Qversight Board
{United States), the effectiveness of United Western Bancorp, Inc.'s and subsidiaries’ internal control over financial
reporting as of December 31, 20306, based on criteria established in Internal Control-—Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and our report dated March
16, 2007 expressed an unqualified opinion on management’s assessment of the effectiveness of United Western
Bancorp, Inc.’s internal control over financial reporting and an unqualified opinion on the effectiveness of United
Western Bancorp, Inc.’s internal control over financial reporting.

As discussed in Note 2 to the Consolidated Financial Statements, effective January 1, 2006, the Company adopted
the provision of Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment,

. /siMcGLADREY & PULLEN, LLP

Denver, Colorado
March 16, 2007
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Report of Independent Registelfed Public Accounting Firm on the Consolidated Financial Statements

The Board of Directors and Shareholders
United Western Bancorp, Inc.:

We have audited the accompanying consolidated statements of income, shareholders’ equity and comprehensive
income, and cash flows of United Western Bancorp, Inc. (formerly Matrix Bancorp, Inc.) and subsidiaries (the’
Company) for the year ended December 31 2004. These consohdated financial statements are the responsibility of
the Company’s managemem Our respons1b111ty is 1o express an opinion on these consolidated financial statements
based on our audit.

We conducted our’audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards requlre ‘that we plan and perform the audit to'obtain reasonable assurance ‘about
whether the financial statements are free of matenal misstatermnent. An audit includes examining, on a test basis,

evidence supporting the amounts and disclosures i in the fi nancral.smtements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as cvaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion;

In our opmlon the consolidated financial statements referred to above present fairly, in all material respects, the
results of operations and the cash flows of United Western Bancorp, Inc. (formerly Matrix Bancorp, Inc.) and
subsidiaries for the year ended December 31, 2004, in conformity with U.S. generally accepted accounting

principles. . _ . : S

KPMG LLP

March 14, 2005
Denver, Colorado v :
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United Western Bancorp, Inc. and Subsidiaries

Consolidated Balance Sheets

(Dollars in thousands, except share information)

Assets

Cash and due from banks .
Interest-earning deposits and federal funds sold

Total cash and cash equivalents
Investment securities — available for sale
Investment securities — held to maturity
Investment securities — trading
Loans held for sale, net
Loans held for investment, net
FHLBank stock, at cost .

Mortgage servicing rights. net

Accrued interest receivable

Other receivables

Premises and equipment, net

Bank owned life insurance

Other assets, net

Deferred income tax asset and income tax receivable
Foreclosed real estate, net

Total assets

Liabilities and shareholders’ equity

Liabilities:

Deposits

Custodial escrow balances

" FHLBank borrowings

Borrowed money )

Junior subordinated debentures owed to unconsolidated
subsidiary trusts

Income tax pavable
Other liabilities

Total liabilitics

Commitments and contingencies (Note 21)

Sharecholders’ equity:
Preferred stock, par value $0.0001; 5,000,000 shares authorized;
no shares outstanding
Common stock, par value $0.0001; 50,000,000 shares
7.256.573 shares at December 31, 2006 and
11,740,850 shares at December 31, 2005 outstanding
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying notes to consolidated financial statements
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DPecember 31,

December 31,

2006 2005
12,840 15,877
10914 18,355
23,754 34,232
142,146 14,462
696.833 421.010

= 104,722
444120 927442
711,601 425,943
42764 34,002
15.399 20,708
11,385 9,752
17.123 19.387

8.591 17,154
23,342 22 454
- 11,711 19,898
2,376 3,696
5403 - 4,526

2,156,548 2,079,388

1,345,681 1.124,044
40,017 49385
519431 - 615,028
60,000 - 29,581
56,216 61,372

116 -
27,334 L 19,250

© 2,048,795 1,898,660

1 1
23,616 108,395
83,970 72,314

166 18
107,753 ~ 180,728
2,156,548 2,079,388




United Western Bancorp, Inc. and Subsidiaries
Consolidated Statements of Income

(Dollars in thousands, except share information)
’ Years Ended December 31,

2006 2005 2004
Interest and dividend income: B
Single-family loans ) _ 3 35,223 8 43,040 3 39,669
- Other loans ' 36,226 22,266 20,004
Investment securities ‘ 40,471 19,849 9,837
Interest-earning deposits 3,380 1,941 1,063
Total interest and dividend income 115,300 87,096 70,573
[nterest expense: o . ,
Deposits L 22,742 15,883 10,665
FHLBank advances : : 30,275 20,305 12,391
Borrowed money and junior subordinated debentures 6,766 6,278 1,715
Total interest expense ’ : 59,783 ) 42,466 ' 30,771
Net interest income before provision for credit losses 55,517 44,630 39,802
Provision for credit losses ’ 2,341 1,490 2.914
Net interest income after provision for credit losses ’ 53,176 43,140 36,888
Noninterest income: - .
Loan administration ] 7,749 - 10,103 _ 15,253
Brokerage o 583 1,737 3,657
Custodial and administrative services 6,833 7,217 7,853
Real estate disposition services - - - 168 1,391 7,786
Gain on-sale of loans and securities 685 2,002 6,586
Gain on sale of assets , ' 3,100 . 300 ' 31,767
Litigation settlements " 2,550 764 -
Other . s 7,347 4,753 5,650
Total nonint.erest income T : ' 29,015 28,267 78,552
Noninterest expeﬁsez_
Compensation and cmp]o’yce benefits 22,309 25,843 26,282
Amortization of mortgage servicing rights . 5810 7,764 16,100
Recovery of impairment on mortgage servicing rights (276) (1,180) (444)
Occupancy and equipment ) 3,781 3,883 4,882
Postage and communication ‘ 1,063 1,176 1,833
Professional fees ' 2,322 ' 2,656 ‘ 2,794
Mortgage servicing rights subservicing fees - : 2,488 3,073 1,367
Data processing 804 903 1,595
Subaccounting fees ) - 3 21,013 13,447 7,738
Other general and administrative . 9,371 16,118 22,473
Total noninterest expense - 68,685 73,683 84,620

Continued




United Western Bancorp, Inc. and Subsidiaries

Consolidated Statements of Income (continued)

(Dollars in thousands, except share information)

Years Ended December 31,

Income (loss) from continuing operations before income taxes

Income tax provision {benefit)

Income from continuing operations

Discontinued operations: | | . pl
Income from discontinued operations, net of income

tax provision (benefit) of $1,152, $(33), and

$(369), respectively o

Net Income ' 3

2006, 2005 2004
13506 (2,276) 30,820
3,593 (2,414) 10,817 -
9,913 138 20,003 -
1,743 1,420 1,894
11,656 $ 21897 ©

]I

Income from continuing operations per share — basic
Income from continuing operations per share — assuming dilution

Income from discontinued opérations per share — basic
Income from discontinued operations per share — assuming dilution

Net income per share — basic
Net income per share — assuming dilution

Weighted average shares — basic
Weighted average shares — assuming dilution

See accompanying notes to consolidated financial statements.

558 5

Years Ended December 3 1,

C 2006 - 2005 2004
$ 127 0§ 002 $. 307 .
$ 127 $ 002 $ 302
$- 02 $§ 02 § 029
$ 023 $ 020. $ 028 -
$  1.50 $ 022. %8 336
$ 150 $ 022§ 330
7791516 6943480 6,520,239
7,791,516 7,036,128

6,630,006
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- United Western Bancorp, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

(Dollars in thousands)

Years Ended December 31,

2006 2005 - - 2004
Cash flows of conttinning operating activities
Net income 5 11,656 3 1,558 §  21.897
Income from discontinued operations, net of income tax provision ' (1,743) -(1,420) (1,894)
Adjustments to reconcile income to net cash provided by (used in) continuing
operating activities: . .
Share-based compensation expense . 375 - -
Depreciation and amortization _ 2105 2,446 3,420
Provision for loan and valuation losses ‘ 2,341 1,490 2914
Amortization of mortgage servicing rights 5810 7,764 I6,]00
Recovery of impairment on mortgage servicing rights . (276) (1,180) (444)
Gain on sale of loans and securities (685) (2,002) (6,586}
(Gain on sale of assets’ : (3,100} {300) (31,767
Loss on sale of building and equipment ' 194 22 42
{Gain) loss on sale of foreclosed real estate ) {17%) - (63) 51
Tax benefits on stock options exercised ‘ - - (234)
Changes in assets and liabilities;
Proceeds from the sale of trading securities 159,580 489,822 ' 179,174
Loans originated for sale, net of loans sold .- (141) (28,040) 7,674
Loans purchased for sale 7 . (217,760) {1,167,954) - (1,738,181}
Principal payments on, and proceeds from sale of loans held for sale 337,734 692,634 627.564
Originated mortgage servicing rights, net (135} - (788) (615)
Decrease in other receivables, other assets, deferred income tax asset and
income taxes receivable 13,790 652 16,271
Decrease in payable for purchase of mortgage servicing rights - - (199}
Increase (decrease) in other liabilities and income taxes payable 8.557 (6.817) 4,941
Net cash provided by (used in} continving operating activities 318327 (12,176) (899.872)
Cash flows of continuing investing activities
Loans originated and purchased for investment (300,892) (il2,032) (129,714)
Principal repayments on loans held for investment 174,425 163,508 154,869
Loans sold in the sale of United Western Bank branches - - 22,837
Purchase of available for sale securities : . {173,844) {16,979) (103,615}
Proceeds from sale of availablf: for sale securities 33,571 97,038 779,350
Proceeds from maturity and prepayment of available for sale securities 24,402 28,425 30,825
Purchase of held to maturity securities (308,676) (324,365) (42,594)
Proceeds from the maturity and prepayment of held to maturity securities 122,137 59,427 11,145
Purchase of FHLBank stock, net ) ’ (7527 (521) (2,799
Purchases of premises and equipment _ ‘ (8,165 - (1,592) {576)
Proceeds from the sale of United Western Bank branche§ premises and equipment - - 4,788
Proceeds from the sale of other assets - 18 20,302
Acquisition of mortgage servicing rghts (98) - (871)
Proceeds from the sale of building and equipment 389 - -
Proceeds from sale of foreclosed real estate ] - 4,034 : 4,698 11,011
Proceeds from sale of mortgage servicing rights 8 70 -
Proceeds from the sale of United Western Financial Center . 26,542 - -
Net cash (used in} provided by continuing investing activities (413,694) (202,305) 754,958

Continued




. United Western Bancorp, Inc. and Subsidiaries
Consolidated Statements of Cash Flows (continued)

(Dollars in thousands)

Years Ended December 31, )
‘ 2006 2005 2004
Cash flows of continuing financing activities ’
Net increase in deposits ) $ 221,637 5 4,885 § 319,034
Net deposits sold with sale of United Western Bank branches - - (173,934)
Net decrease in custodial escrow balances (9.368) (2,213) (33,868) -
Decrease (increase) in FHLBank borrowings, net (95,597) 108,910 47914
Borrowed money — proceeds from repurchase agreements i 50,000 - -
Borrowed money — repayment of notes payable with banks )
and revolving lines, net . , (3217 (2,784) ) (1,985 -
Borrowed money — repaymen{ of senior notes - - - (9,545)
Borrowed money — proceeds from issuancé of subordinated debt securities - - . B 9,760
Proceeds from issuance of capital securities of subsidiary trusts . - 7,500 10,000
Redemption of debentures and capital securities of subsidiary trusts (5,156) (8,195). (14,550} .
Proceeds from issuance of private placement common stock shares, net - - 86,963 -
Proceeds from issuance of common stock related to employee stock purchase plan
and options - - 583

Redemption of common stock shares under tender offer (79,501) ! - -
Repurchase of common stock . (5,853) - —
Net cash provided by continuing financing activities 72,945 195,066 153,409
Cash flows of discontinued operations

Operating cash flows 8242 9,986 14,505

Investing cash flows 66 - 226

Financing cash flows (16,364) 792 (14,867)
Net cash provided by (used in) discontinued operations - 11,944 10,778 (136)
(Decrease) increase in cash and cash equivalents . (10,478} (8,637) 8,359
Cash and cash equivalents at beginning of the year 34,232 7 42,869 34516
Cash and cash equivalents at end of the year $ 23,754 $ 34,232 . § : 42,869
Supplemental disclosure of non-cash activity . - .
Loans transferred to foreclosed real estate and other assets s 5,855 $ 7,605 $ 7938
Loans securitized and transferred to securities available for sale $ 11,283 . $ 90,054 § 761,384
Loans securitized and transferred to trading securities $ 149,144 $ 468,169 § 251,336
Trading securities transferred to held to maturity securities $ 90,074 $ -5 —
Securities availat‘)le for sale transferred to held 10 maturity securities 3 — 3 85,337 % —
Loans held for sale transferred to loans held for investment $ 164,218 g 585 § 88,778
Leans held for investment transferred to loans held for sale 3 - $ 4,600 $ —
Note receivable received in sale of assets of giscominued operations $ 2,567 3 - § -
Supplemental disclosure of cash flow information .' £
Cash paid for interest . 3 59991 $ 43,665 s 31,487
Cash paid for income taxes : $ 6,111 $ 3563 & 11,649

See accompanying notes fo consolidated financial statements.
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United Western Bancorp, Inc. and Subsidiaries

Notes to Consolidatéd Financial Statements
1. Organization

United Western Bancdrp, Inc. (the “Company™), is a unitary thrift holding company and, through its subsidiaries, a
diversified financial services company headquartered in Denver, Colorado. The Company’s operations are
conducted primarily through United Western Bank (“United Western Bank™), Sterling Trust Company (“Sterling”),
Matrix Financial Services Corporation (“Matrix Financial™), and First Matrix Investment Serv1ces Corp. (“First
Matrix™), all of which are wholly owned subsidiaries of the Company.

Subsidiaries , . e

United Western Bank is a federally chartered savings bank that originates commercial real estate, commercial,
residential and commercial construction and development, multifamily, singl;;; tenant and consumer loans. Within
certain of these loan types United Western Bank also originates Small Business Administration loans under the 504
and 7(a) program and loans through the utilization of New Market Tax Credits. United Western Bank also offers
personal and business depository banking as well as trust and treasury services. At December 31, 2006, United
Western Bank has two open locations in the metropolitan Denver marketplace (downtown Denver and Boulder). A
third banking office located in Cherry Creck was opened in January 2007. A community bank loan production
office in Fort Collins is also open. During 2004, United Western Bank sold its two retail branches in Las Cruces,
New Mexico, and its retail branch in Sun City, Arizona, as discussed more fully in Note 8 below.

Sterling is a non-bank trust company specializing in the custody and administration of self-directed individual
retirement accounts, qualified business retirement plans and personal custodial accounts, as well as corporate
escrow and paying agent services.

The Company’s mortgage banking business is primarily conducted through Matrix Financial, and was established
with the primary objective of originating, acquiring and servicing residential mortgage loans. All servicing |
functions previously performed by Matrix Financial have been performed by a third party sub-servicer since
December 1, 2004. '

First Matrix is registered with the National Association of Securities Dealers as a fully disclosed broker-dealer.

First Matrix is headquartered in Denver, Colorado. First Matrix focuses as agent for United Western Bank on the
acqulsmon brokering, securitization and sale of Small Business Admmlstratlon (“SBA”) loans and SBA securities.

First Matrix also sells fixed income securities to institutional customers, including United Western Bank.

The Company’s real estate disposition services business was conducted by Matrix Asset Management Cdrporation

which provided real estate management and disposition services on forec]osed properties owned by ﬁnancnal service
companies and financial institutions. Effective September 1, 2004 the Company sold substantially all of the assets
related to Matrix Asset Management Corporation, retaining a 25% interest in the new company, created by the
purchaser, as discussed more fully in Note 5 below. The Company also retained MTXC Realty, a former division of
Matrix Asset Management Corporation, which operated a real estate brokerage office in the Denver metropolitan
area. During 2006, the Company sold its retained 25% interest in the Matrix Asset Management LLC, discussed
further in Note 5, and sold MTXC Realty, as discussed further in Note 6, as part of the divestiture of certain non-

core subsidiaries. b
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United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

The accounting and reporting policies of the Company and its subsidiaries conform to accounting principles
generally accepted in the United States of America. The following is a description of the more significant policies
that the Company follows in preparing and presenting its consolidated financial statements.

Private Placement and Tender Offer

On December 9, 2005, the Company completed a private offering of 5,120,000 shares of common stock, $0.0001
par value per share. The common stock was sold at $19.00 per share, except shares sold to an affiliate of the
Company’s placement agent, which purchased shares at the offering price less the placement agent fee, or $17.67
per share. In the private offering, the Company raised an aggregate of $97.0 million, less a placement agent fee and
certain other costs of the offering charged against the proceeds which totaled $10.0 million. The net funds raised in
the private placement were used to conduct an issuer tender offer to purchase shares of the. Company’s common
stock at $19.00 per share. On January 23, 2006, the Company completed the tender offer, where 4,184,277
common shares were tendered for an aggregate purchase of $79.5 million. After the completion of the issuer tender
offer, the Company had 7,556,573 shares of common stock outstanding. The purpose of the issuer tender offer was
to reduce the insider ownership and ultimately increase the market float of the Company’s common stock. In
addition to the costs of the offering noted, in 2005, the Company incurred expenses for severance, option buy-outs
and other compensation related costs that totaled approximately $7.9 million. -

2. Significant Accounting Policies

Basis of Presentation. The consolidated financial statements include the accounts of the Company and its majority-
owned and controlled subsidiaries. All significant intercompany accounts and transactions have been eliminated in
consolidation. Ownership interests of 20% or more in non-controlled affiliates are accounted for by the equity
method. Other investments are recorded at cost. The Company follows the accounting guidance in Financial
Accounting Standards Board Interpretation No. 46 (“FIN 46”), “Consolidation of Variable Interest Entities”, and
the revised FIN 46R for accounting for the Company’s six variable interest entities, in the form of its wholly-:owned
subsidiary trusts that issued capital securities to third-party investors and to certain direct and indirect interests in
investment partnerships, commonly referred to as Trust Preferred securities, discussed more fully in Note 16.

Use of Estimates. The preparation of the consolidated financial statements in conformity with accounting principles
generally ac'cepted in the United States of America requires management to make estimates and assumptions that
affect the amounts of assets and liabilities at the date of the consolidated financial statements, and disclosures of
contingent assets and liabilities and the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates. The Company believes the allowance for credit losses, valuation of
mortgage servicing rights and loans held for sale and the status of contingencies are particularly subject to change.

Reclassifications. Certain reclassifications have been made to prior years cansolidated financial statements and
related notes to conform to the current year presentation. These reclassiﬁcat_ions had no impact on shareholders’
equity or net income for the periods. ' .
Cash and Cash Equivalents. Cash equivalents, for purposes of the consolidated statements of cash flows, consist
of nonrestricted cash, federal funds sold and interest-carning deposits with banks with original maturities, when
purchased, of three months or less.

F-14




United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

Concentrations and Restrictions on Cash and Cash Equivalents. The Company periodically maintains deposits
with other financial -institutions in amounts that exceed federal deposit insurance coverage. Furthermore, federal
funds sold arc essentially uncollateralized loans to other financial institutions. Management regularly evaluates the
credit risk associated with the counterparties to these transactions and believes that the Company is not exposed to
any significant credit risks on cash and cash equivalents.

Investment Securities. Securities available for sale include mortgage backed securities and Small Business
Administration guaranteed pooled sccurities (“SBA securitics™). Securities available for sale are carried at
estimated fair value with the change in unrealized gains and losses reported in other comprehensive income, net of
tax, which is included as a separate component in shareholders’ equity. Realized gains and losses on the sale of,
and other-than-temporary impairment charges on, available for sale securities are recorded in gains on sale of loans
and sccurities using the specific-identification method.

Securitics held to maturity include mortgage backed securities and SBA securities. Securities are classified as held
to maturity when management has the positive intent and ability to hold the securities to maturity. Securities held to
maturity are carried at amortized cost. '

a

Interest income includes amortization of purchase premiums and discminl_s. Declines in the fair value of held to
maturity and available for sale securities below their cost that are deemed to be olher-than—temporéry are reflected in
earnings as realized losses. In estimating other-than-temporary impairment losses, management considers the length
of time and the extent to which the fair value has been less than cost, the financial condition and near term prospects
of the issuer and the intent and ability of the Company to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value. Gains and losses on the sale of securities are recorded
on the trade date and are determined usihg the specific identification method. ' -

Until 2006, trading securities included SBA securities. Securities were classified as trading securities when they
were created or bought and held principally for the purpose of selling them in the near term. Trading securities are
carrted at estimated fair value with the change in unrealized gains and losses reported in other income. [n 2006,
management reclassified SBA trading sccurities as held to maturity securities afier concluding management had the
positive intent and ability to hold the securitics to maturity, ' '

The Company purchases the guaranteed portion of SBA loans from third-party lenders and then securitizes these
loans into SBA securities through the use of a fiscal and transfer agent approved by the SBA. The certificates are
then sold directly to institutional investors, achieving legal isolation. The process of securitizing SBA loans into
pools of SBA certificates is prescribed by the SBA and must be followed to maintain the SBA guarantee. This
securitization meets the requirements for sale treatment under SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities,” (“SFAS 140”). ‘An SBA approved fiscal and
transfer agent associated with SBA securitizations issues certificates once all the necessary documents 1o support the
transaction have been provided by the Company. The SBA guarantees the credit risk with respect to the loans sold.
In accordance with SFAS 140, sales of these securitized loans are removed from the balance sheet and a net gain or
loss is recognized in income at the time of initial sale, and each subsequent sale when the combined net sales
proceceds and, if applicable, retained interests differ from the loans’ allocated carrying amount. Net gains or losses
are recorded in noninterest income. ' ' ’
3

Loans Held for Sale. Loans purchased or originated without the intent to hold to maturity are classified as held for
sale. Classes of loans held for sale are carried at the lower of aggregate cost, net of discounts or premiums and a
valuation allowance, or estimated fair market value. Estimated fair market value is determined using forward
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United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued')

commitments to sell loans or mortgage backed securities to permanent investors, or current market rates for loans of
similar quality and type. Net unrealized losses, if any, are.recognized in a valuation allowance by charges to
operations. At December 31, 2006, and 2005 the Company had $0 and $2.3 million, respectively, as a valuation
allowance to reduce the carrying value of loans held for sale to market value. SFAS No. 91, “Accounting for
Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases,”
requires discounts or premiums on loans held for sale be deferred until the related loan is sold. The Company
appropriately accretes discounts and amortizes premiums related to repayment of loan principal, which is included
in interest income. The loans are primarily secured by 1-to-4 family residential real estate and multifamily
properties located throughout the United States or are loans guaranteed by the SBA.

Loans are considered sold when the Company surrenders coritrol over the transferred assets to the purchaser, with
standard representations and warranties, and when the risks and rewards inherent in owning the loans have been
transferred to the buyer. At such time, the loan is removed from the loan portfolio and a gain or loss is recorded on
the sale. Gains and losées on loan sales are determined based on the difference between the allocated cost basis of
the asscts sold and the proceeds, which includes the estimated fair value of any assets or liabilities that are newly
created as a result of the transaction. Losses related to recourse provisions are accrued as a liability at the time such
additional losses are determined, and recorded as part of noninterest expense. Losses related to asset quality are
recorded against the'allowance for credit losses when the loan is considered uncollectible.

Loans are placed on nonaccrual status when full payment of principal or interest is in doubt, or generally when they
are past due 90 days as to either principal or interest, unless the interest is guaranteed by a creditworthy entity
through recourse provisions. Previously accrued but unpaid interest is reversed and charged against interest
income, if not collectible, and future accruals are discontmued [nterest payments recéived on nonaccrual loans are
recorded as interest income unless there is ‘doubt as to the collectibility of the recorded investment. In those cases,

cash received is recorded as a reduction in principal.

Loans Held for Investment. Loans the Company has the intent and ability‘ to hold for the foreseeable future or until
maturity or payoff are classified as held for investment. Loans held for investment generally are reported at unpaid
principal balances adjusted for charge offs, net of uneamned discounts and premiums, deferred loan fees, and
allowance for credit losses. The loans include community bank loans (commercial real estate, commercial,
residential and commercial construction and development, SBA originated, multifamily and consumer loans), and
SBA purchased, and residential mortgage loans. Interest income is accrued on the unpaid principal balance. Loan
origination fees, net of certain direct origination costs, are deferred and amortized into 1nterest income as an
adjustment to the yield over the term of the loan.

Loans are placed on nonaccrual status when full payment of principal or interest is in doubt, or generally when they
arc past due 90 days as to either prmc1pa] or interest, unless the interest is guaranteed by a creditworthy entity
through recourse provisions. Previously accrued but unpaid interest is reversed and charged against interest
income, if not collectible, and future accruals are discontinued. Interest payments received on nonaccrual loans are
generally recorded as a reduction in principal.

~

Allowance for Credit Losses. The allowance for credit losses is management’s estimate of probable credit losses
inherent in the loan portfolios. Management takes into consideration factors such as the fair value of the underlying
collateral and the amount and timing of expected future cash flows on impaired loans, estimated losses on pools of
homogeneous loans based on historical loss experience, the collective experience of the Company’s credit risk
management team and consideration of current economic trends and conditions.
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United Western Bancorp, Inc. and Subsidiaricﬁs

Notes to Consolidated Financial Statements (continued)

The allowance for credlt losses consists of four components pools of homogeneous Slngle famtly loans with S|m1]ar
risk characteristics, pools of homogenous commercial loans with similar risk characteristics (i.e., multifamily,
construction and development,_ commercial real estate an_d,commerc_tal), mdlw.dually significant loans that are
measured for impairment and a component representing an estimate of inherent, but probable undetected losses,
which also contemplates the imprecision in the credit risk models utilized to calculate]tho allowance.

Pools of homogeneous single-family loans with similar risk characteristics are assessed for probable losses based on
loss migration analysis where loss factors are updated regularly based on actual experience. The analysis examines
historical loss experience and the related internal gradings of loans charged off. | The loss migration analysis also
considers inherent but undetected tosses within the portfolio.

Pools of homogeneous commercial- loans with similar risk characteristics (i.e. multifamily, construction and
development, cotnmerciol real estate and commercial) are assessed for probable losscs based on a loss migration
analysis. In that analysis, loss factors are updated regularly- based on the Company’s own loss experience, the
collective experience of the Company’s credit risk management team, loss rates at selected peer community banks
and industry data. The analysis also incorporates the related internal gradings of loans charged off and other factors
including asset quality trends and national and local economic conditions. . ) ) A
The portion of the allowance_establishcd for loans measured t:or impairment reflects. expected losses resulting from
analyses developed through specific allocations for individual loans. The Company considers a loan impaired
when, based on current information and events, it is.probable that it will be unéb_lg w© collect all amounts due
according to the contractual terms of the loan. Estimated fair value is typically measured using the fair value of
collateral, as_such loans are usually collateral dependent, but may be measured using'either the present value of
expected future cash flows, discounted per the loan jrate, or the market price of the loan. All loans considered
impaired are included in nonperforming loans. The Company evaluates its residential loans collectively due to their
homogeneous nature. Accordingly, potential impaired loans of the Company include only commercial loans, real
¢state construction loans, commercial real estate mortgage loans and larger multi-family loans classn" ed as
nonperformmg loans. . . , _ ' .

The last component of the allowance for credit losses is that portion representing management’s estimate of inherent
but undetected probable losses, and{the imprecision in the credit risk models utilized to calculate the allowance
This component of the ailowance is prlmarlly assoctated with commercial loans (i.e. multlfamlly, construction and
development, commercial real estate and ‘commercial) and is reflective of the uncertainty related to the recent
growth in the commercial loan portfolio, general economic conditions and ongoing uncertainty with respect to a
small number of individually large loans. :

Loan losses are charged against the allowance when the loans .are considered onco.ll'ectible. In the opinion of
management, the allowance is adequate to absorb the inherent losses in the current loan portfolio.

FHLBank Stock. FHLBank stock is a required investment for institutions that are members of the Federal Home
Loan Bank system, including United Western Bank. The Company carries FHLBank stock at cost, which is equal
to its redemption value. Dividends arc credited to interest and dividend income when declared by the FHLBank.

" . 0 n
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United Western Bancorp, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued).

Morigage Servicing Rights. The Company recogmzes mortgage servrcmg rights (“MSRs”) as an asset separate
from the underlying originated mortgage loan at the time of salé. Upon sale of a loan, the Company measures
retained MSRs by allocatmg the prevrous carrying amount of the originated mortgage loan between the loan and the
servicing right based on their relative estiimated fair values. Purchased MSRs are initially recorded at cost. MSRs
are carried at the lower of cost (a!located cost for originated MSRs), less accumulated amortization, or estimated fair
value. MSRs are amortized in proportion to and over the period of the estimated future net servicing income.
The estimated fair value of MSRs is determined by reference to the discounted future servicing income, as stratified
in accordance with one or more predominant risk characteristics of the underlying loans. The Company stratifies its
MSRs by product type, interest rate and investor to reflect the predominant risk characteristics. To deterfnine the
estimated fair value of MSRs, the Company uses a valuation model that calculates the present value of discounted
future cash flov.'fs.. In using this valuation model, the Company incorporates assumptions that market participants
would-use in estimating 'future net servicing income, which includes estimates of the cost of servicing per loan,
including incremental interest cost of servicer advances, foreclosure expenses and losses, the discount rate, float
value, an inflation rate, ancillary income per loan, prepayment speeds and default rates. For purposes of performing
an impairment analysis on MSRs, the Company estimates fair value using the following primary assumptioos:
prepayment speeds ranging from 112 PSA (Public Securities Association prepayment speed measurement) to 2,140
PSA; discount rates ranging from 10.00% to 18.50%,; and default rates ranging from 0% to 100%. At December 31,
2006, the Company’s residential servicing portfolio consists of seasoned loans with an approxrmate 9.0 year
average age, an average balance of $50 100, and a weighted average note rate of 7.49%.

. '

. . . ’ H . '
MSRs are evaluated' for impairment in accordance with SFAS 140. The factors discussed above are used to
determine impairment. -If temporary impairment exists within a risk stratification tranche, a valuation allowance is
established through a charge to income equal to the amount by which the carrying value exceeds the fair value. If it
is later determined that all or a portion of the temporary impairment no longer exists for a particular tranche, the
valuation allowance is reduced through a credit to noninterest expense.
! . .

MSRs are also reviewed for other-than-temporary impairment. Other-than-temporary impairment exists when the
recoverability of a recorded valuation allowance is determined to be remote, taking into consideration historical and
projected interest rates and loan pay-off activity, When this situation occurs, the unrecoverable portion of the
valuation allowance is applied as a direct write-down to the carrying value of the MSRs. Unlike a valuation
allowance, a direct write-down permanently reduces the carrying value of the MSRs and the valuation allowance, '

i

preventlng subSequent recoveries.

. .

As of December 31, 2006 and 2005, a valuation allowance of $1,950,00() and $2,226,000, respectively,- was
required, and the fair value of the aggregate MSRs was approximately $15,399,000 and $20,708,000, respectively.

Gain on sale of MSRs is recorded When title to MSRs and the nsks and rewards inherent in owmng the MSRs have
been transferred to the buyer. '

Premises and Equipment. Pr'emi.ses. and equipment are carried at eos{ less accumulated depreciation and
amortization. Depreciation and amortization is computed by the straight-line method over the estimated useful lives
of the assets. Useful lives range from two to five years for software, office furniture and equipment, and five to
forty years for buildings and building improvements. Leasehold improveme"nts are amortized over the term of the
related lease or the estimated useful lives of the improvements, whichever is shorter. Land is not subject to
depreciation, Maintenance and repairs are charged to expense as incurred, while major improvements are capitalized
and amortized to operating expense over their identified useful lives.
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‘
‘

Foreclosed Real Estate. Residential or commercial assets acquired through loan foreclosure or deed in lieu of loan
foreclosure are held for sale and are initially recorded.at the lower of the recorded investment in the asset or the
estimated fair value, less estimated selling costs when acquired, establishing a new cost basis. Costs after acquisition
are generally expensed. If the fair value of the asset declines, a write-down is recorded through expense. The
valuation of foreclosed assets is subjective in nature and may be -adjusted in the future because of changes in
economic conditions.
Bank Owned Life Insurance. Bank owned life insurance represents the cash surrénder value of life insurance
policies purchased to insure the lives of certain officers and directors of United Western Bank. Earnings are
credited 1o the balance and recorded as part of other income in the consolidated statements of income.

Impbirr'nerit or Di_sﬁosﬁl of L.or'r'g-Liﬁga' Assets, ' The 'Con)pan:y.‘reyie_ws lo;lg‘-_lived'éssets to be held and used for
impairment whenever events or changes in' circumnstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset to future net undiscounted cash flows expected to be generated by the asset. If such assets are considered to be
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets
exceeds the fair value of the assets.

-
4 !

Derivative Instruments and Hedging Activities. Under the guidelines.of SFAS No. 133, “Accounting for Derivative
Instruments and Certain Hedging Activities,” as amended (“SFAS 133"), all_derivative instruments are required to .
be carried at fair value on the balance sheet. SFAS 133 provides special hedge accounting provisions, which permit
the change in the fair value of the hedged item rélated to the risk being hedged to be recognized in earnings in the
same period and in the same income statement line as the change in fair value of the derivative.

The Company, through its subsidiary Matrix Financial, had historically entered into derivative transactions
principally to protect against the risk of adverse price or interest rate movements on the value of mortgage servicing
rights asset. During the second quarter of 2004, the Company made the decision to remove the hedge and did not
replace the hedging position throughout the remainder of the year ended December 31, 2004 and did not have any
such hedging'activity in the years ended December 31, 2005 or 2006. The Company is also required to recognize
certain contracts and commitments as derivatives when the characteristics of those contracts and commitments meet
the definition'of a derivative. '

At December 31, 2006 and-2005, the Company had no derivative that meets the hedge accounting provisions
provided undér SFAS 133, and at December 31, 2006 and 2005, had no economic or other hedges outstanding,
However, at December 31, 2005, the Company had contracts and commitments that. met the definition of a
derivative. SFAS 133 requires the Company 1o record certain contracts and commitments as derivatives when the
characteristics'of those contracts and commitments meet the definition of a derivative. For the Company, this
requirement principally affected certain commitments to purchase or sell assets that are classified as held for sale.
See Note 21 fog further details on off-}:)alancc sheet risk and concentration of commitments.
. . . s

Repurchase Agreements The Company has sold certam securmcs under agreements to repurchasc The
agreements are treated as collaterahzed financing transactions and the obhganons to repurchase securities sold are
reflected as a liability in the accompanying consolidated balance sheets.

»
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Loan Administration Income. Loan administration income represents service fees and other income eamned from
servicing loans for various invéstors. Loan administration income includes service fees that are based on a
contractual percentage of the outstanding principal balance plus late fees and other ancillary charges. Service fees
on loans and all other income are recognized when the related payments are received. The servicing functions
previously performed by Matrix Financial were transferred to a third party sub-servicer in the fourth quarter of
2004. Loan administration fees were not impacted by this transfer.

Brokerage Income. Brokerage income represents income from whole loan and fixed income activities, SBA
trading fees and fees carned related to sales of fixed income securities to institutions. Brokerage income is
recognized when services are performed. ’

Custodial and Administration Services Income. Custodial and administration services income represents fees
earned related to services provided for self-directed individual retirement accounts, qualified benefit plans and
escrow arrangements. Custodial and administration services income is recognized over the contract period in
proportion to when the services are performed.

Real Estate Disposition Services Income. Real estate disposition services income represents fees earned related to
real estate management and disposition services provided to others, as well as real estate brokerage fees. Real estate
disposition services income is recognized when services are performed. Real estate disposition services income also
includes earnings in the Company’s equity method investment in the company from the sale of substantially all of
the assets related to the'Company’s real estate disposition services subsidiary in 2004 as discussed further in Note 5.
The Company sold its real estate services company in 2006 as part of its divestiture of certain non-core subsidiaries.
See further discussion in Note 6.

Stock-Based Compensation. At December 31, 2006, the Company had three stock-based employee compensation
plans, which are described more fully in Note 20. Prior to January 1, 2006, employee compensation expense under
stock option plans was reported only if options were granted below market price at grant date in accordance with the
intrinsic value method of Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations. Because the exercise price of the Company’s employee stock options
always equaled the market price of the underlying stock on the date of grant, no compensation ‘expense was
recognized on options granted. The Company adopted the provisions of SFAS No. 123(R), “Share-Based Payment
(Revised 2004)” (“SFAS 123(R)”), on January 1, 2006. SFAS 123(R) eliminates the ability to account for stock-
based compensation using APB 25 and requires that such transactions be recognized as compensation cost in the
income statement based on their fair values on the measurement date, which, for the Company, is the date of the
grant. The Company transitioned to fair-value based accounting for stock-based compensation using a modified
version of prospective application (the “modified pfospective application”). Under the modified prospéctive
application; as it is applicable to the Company, SFAS 123(R) applies to new awards and to awards modified,
repurchased, or cancelled after January 1, 2006.
t

Concurrently with the December 2005 private placement transaction discussed in Note 1 above, the Company
conducted a buy-out of outstanding options under the one stock-based emplofee compensation plan in place at that
time. The total amount of options purchased, which were purchased for the difference between the price of stock
offered in 'the private placement and the strike price of each option, was $3,865,000. As of December 31, 2005,
there were 2,000 options outstanding under the stock-based employee compensation plan, all of 'which expired
January 9, 2006, and all of which were at a strike price that exceeded the private placement price and market price
of the shares. No compensation expense was recorded for these options.
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SFAS No. 123(R), requires pro forma disclosures of net income and carnings per share for all periods prior to the
- adoption of the fair value accounting method for stock-based employee compensation. The pro forma disclosures
presented in Note 20 use the fair value method of SFAS.123 to measure compensation.expense for stock-based
employee compensation plans for years prior to 2006: The impact to the Company’s consolidated financial
statements relating to the implementation of SFAS No. 123(R) was $5735,000. :

Subaccounting fees. Subaccounting fees represent fees paid to a third party to service depository accounts on
behalf of United Western Bank. Such fees are paid to third parties that provide custodial and institutional deposits
to United Western Bank.

Restructuring Charges. Associated with the transfer by Matrix Financial of the servicing function for MSRs to a
third party sub-servicer in the fourth quarter of 2004, the Company recorded pre-tax charges of approx1mately
$1,368,000 related to write-offs for fumlture fixtures, leasehold improvements and retention packages. In 2005,
additional charges related to final office relocation’ of approximately $399, 000 were taken. These charges were;
inciuded in noninterest expense for the respective years. :

New Market Tax Credits, New Market Tax Credits (“NMTC”) are awarded under a program administered by the
Community Development Financial Institutions Fund, a division of the United States Department of Treasury.
NMTC projects promote economic development and contribute to the enhancement of the communities it serves,
The NMTC Program permits the Company. to claim a credit against federal income taxes for each qualified equity
investment made to a designated community development entity. The Company receives a 39% tax credit-over a
seven year period. In 2004, United Western Bank made a $12.6 million qualifying equity investment in a 99.99%
owned subsidiary, Community Development Funding I, LLC (“CDF ). In 2005 and 2006, United Western Bank
made $!1 million and $10 ‘million, respectively, qualifying equity investments in a 99.99% owned subsidiary,
Charter Facilities Funding IV, LLC (“CFF IV”). The financial position and results of operations of CDF I and CFF
IV are included in the Company’s consolidated financial statements. In connection with the qualified equity
investments, the Company claimed net federal income tax credits of $308,000, $648,000 and $1.037 million, for the
years ended December 31, 2004, 2005, and 2006, respectively, which is included as a componcnt of income tax
provision (benefit) in the consolidated income statements.” . : . . e
NMTC may also be monetized via sale to third parties. The Company has established subsidiary LLC entities that -
serve as single purpose vehicles to facilitate the funding of NMTC eligible loans to qualified entities. The Company
created Charter Facilitics Funding I, LLC, Charter Facilities Funding II, LLC and Charter Facilities Funding.V,
LLC, (“CFF L, II and V")) of which the Company is the 0.01% owner and managing member and an unrelated party
is the 99.99% -owner and non-managing member. The Company accounts.for CFF I, I and V under the equity
method of accounting as CFF [, Il and V do, not meet the criteria under FIN 46R, “Consolidation of Variable
Interest Entities” and do not meet the requirements of EITF 04-05 “Determining Whether a General Partner, or the
General Partniers as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have
Certain Rights.” CFF I, II and V are accounted for under the equity method because the non-managing member has
approved the selection and compensation of the managing member, and has certa:in termination rights. The non-
managing member has the authority to not only approve operating and capital decisions, the non-managing member
has identified and continues to service the sole investment made by the entity. Any and all future investments
require approval from the non-managing member. Finally, profits and losses are allocated to the members in
accordance with their respective percéntage ownerships and the managing member does not have the unlimited

liability that a general partner in a limited partnership would incur. .
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The Company received a structuring fee in connection with the monetization of the NMTC and also receives
ongoing management fees in equal installments over the. seven year tax credit period. During the years ended
December 3!, 2006 and.2005, the Company recognized fees of $2.2 million and $278,000, respectively, of
structuring fees and fees of $97,000 and $0, respectively, as ongoing management fees. These fees were included in
other noninterest income. The Company recognizes the structuring fee as received as the NMTC transferred to the
purchaser has value to the buyer on a standalone basis and as there is objective and reliable evidence of the fair
value of the remaining ongoing services to be performed. Afier the structuring of the transaction, the Company
ongoing obligation is to prepare and file tax returns, obtain an annual audit and maintain the tax qualification of the
entity.

Income from discontinued operations, net of income taxes. Income from discontinued operations, net of income
taxes for 2004 through 2006 includes the results of Matrix Bancorp Trading, Inc, which is discussed below in
Note 3. “Discontinued Operations — Sale of Assets of Matrix Bancorp Trading, Inc.,” and the results of"‘ABS School
Services, LLC, which is discussed below in Note 4. “Discontinued Operations — Sale of ABS School Services,
LLC.” For 2004 income from discontinucd operations, net of income taxes also includes $136,000 relating to the
sale of the mortgage origination platform at Matrix Financial.

Income Taxes. The Company and its subsidiaries file consolidated federal and state income tax returns. The
subsidiaries are charged for the taxes applicable to their profits calculated on the basis of filing separate income tax
returns. United Western Bank qualifies as a savings and loan association for income tax purposes. The
consolidated effective tax rate is affected by the level of tax-exempt interest income in proportion to the level of net
income, as well as the level of utilization of New Market Tax Credits.

The Company uses the asset and liability method in accounting for income taxes. Under this method, deferred tax

assets and liabilities are determined based on differences between financial reporting and tax basis of assets and:

liabilitics, and are measured using the enacted tax rates and laws that will be in effect when the differences are
expected to reverse. '
Income Per Common Share. Basic income per common share from continuing operations is computed by dividing
income from continuing operations by the weighted average number of common shares outstanding for the period.
“Net income per common share assuming dilution is computed by dividing net income by the weighted average
number of common shares outstanding for the year and the effect of potentially dilutive securities. Basic and diluted
income -per common share from discontinued operations is computed by dividing income from discontinued
operations by the weighted average number of common shares for the year, and the effect of potentially dilutive
securities, such as stock options and warrants outstanding for the year (“dilutive securities”). A reconciliation of the
weighted-average shares used in calculating basic eamings per common share and the weighted average shares used
in calculating diluted earnings per common share for the reported periods is provided in Note 9.

Comprehensive Income. Comprehensive income consists of net income and other comprehensive income. Other

comprehensive income inctudes unrealized gains and losses on securities available-for-sale, net of, deferred taxes,
which are reported as a separate component of sharcholders’ equity on the consolidated balance sheet.

F-22




United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

Fair Value of Financial Instruments. The Company deterimines the fair value of financial instruments as required
by SFAS No. 107, “Disclosures about Fair Value of Financial Instruments.” The amounts disclosed represent the
Company's best estimate of fair value of financial instruments required to be disclosed under the Statement. The
Company also has disclosed the methods and significant assumptions used to estimate the faif value of its financial
instruments.

Impact of Recently Issued Accounting Standards. .

SFAS No. 153, “Accounting for Certain Hybrid Financial Instruments — an amendment of FASB Statements
No. 133 and 140.” SFAS 155 amends SFAS 133, “Accounting for Derivative Instruments and Hedging Activities”
and SFAS 140, “Accounting for Transfers and Servicing, of Financial Assets and Extinguishments of Liabilities.”
SFAS 155 (i) permits fair value remeasurement for any hybrid financial instrument that contains an embedded
derivative that otherwise would require bifurcation, (ii} clarifies which interest-only strips and principal-only strips
are not subject to the requirements of SFAS 133, (iit) establishes a requirement to evaluate interests in securitized
financial assets to identify interests that are freestanding derivatives or that are hybrid | financial instruments that
contain an embedded derivative requiring bifurcation, (iv) clarifies that concentratlons of. credlt risk in the form of
subordination are not embedded derivatives, and (v) amends SFAS 140 to eliminate the prohlbmon on a qualifying
special purpose entity from holding a derivative financial instrument that pertains to a beneficial interest other than
another derivative financial instrument, SFAS 155 is effective for the Cempany on January 1, 2007 and is not
expected to have a significant impact on the Company’s financial statements. '

SFAS No. 156, “Accounting for Servicing of Financial Assets — an amendment of FASB Statement No. 140."
SFAS 156 amends SFAS 140 “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities — a replacement of FASB Statement No. 125,” by requiring, in certain sntuatmns, an entity to recognize
a servicing asset or servicing liability ea'ch‘ time it undertakes an obligation to service a financial asset by entering
into a servicing contract. All separately recognized servicing assets and servicing liabilities are required to be
initially measured at fair value. Subsequent measurement methods include the amortization method, whereby
servicing assets or servicing liabilities are amortized in proportion to and over the period of estimated net serwcmg
income or net servicing loss or the fair value method, whereby servicing assets or servicing liabilities are measured
at fair value at each reporting date and changes in fair value are reported in earnings in the period in which they
occur, If the amortization method is used, an entity must assess servicing assets or servicing liabilities for
impairment or increased obligation based on the fair value at each reporting date. SFAS 156 is effective for the
Company on January 1, 2007 and the Company does not expect the implementation of this pronouncement to have
a significant impact on the consolidated financial statements. The Company intends to continue to reflect the
mortgage servicing rights asset at the lower of cost or market using the amortization method.

SFAS No. 157, “Fair Value Measurements.” SFAS 157 defines fair valug, establishes a framework for measuring
fair value in generally accepted accounting principles, and expands disclosures about fair value measurements.
SFAS 157 is effective for the Company on .lanuary 1, 2008 and is not expected to have a 51gmf' cant impact on the
Company’s financial statements.

SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities Inciuding an amendment of
FASR Statement No. 115.” SFAS 159 permits companies to choose, at specified election dates, to measure eligible
items at fair value. SFAS 159 is effective for the Company on January 1, 2008 and is not expected to have a
significant impact on the Company’s financial statements, ’

-
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FASB lnterpretatioh No. 48, “Accounting for Uncertainty in Income Taxes, 'an interpretation of FASB
Statement 109.7 Interpretation 48 prescribes a recognition threshold and a measurement attribute’ for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. Benefits from
tax positions should be fec'égnized in the financial statements only when it is more likely than not that the tax
position will be sustained upon examination by the appropriate taxing authority that would have full knowledge of
all relevant information. A tax position that meets the more-likely-than-not recognition threshold is measured at the
largest amount of benefit that is greater than fifty percent likely of being realized upon ultimate settlement. Tax
positions that previously failed to meet the more-likely-than-not recognition threshold should be recognized in the
first subsequent financial reporting period in which that threshold is met..Previously recognized tax positions that no
longer meet the more-likely-than-not recognition threshold should be derecognized in the first subsequent financial
reporting period in which that threshold is no longer met. Interpretation 48 also provides guidance on the accounting
for and disclosure of unirecognized tax benefits, interest and penalties. Interpretation 48 is effective for the Company
on January 1, 2007 and is not expected to have a significant impact on the Company’s financial statements.

EI’i'F Issue 06-4, “Accouﬁting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement
Spiit-Dollar Life Insirance Arrangements.” EITF 06-4 requires recognition of a liability and related compensation
costs for endorsement split-dollar life insurance arrangements that provide a benefit to an employee-that extends to
post-retirgrent period's. The EITF reached a consensus that an employer should recognize a liability for future
benefits in accordance with Statement 106 (if, in substance, a postretirement benefit plan exists) or Opinion 12 (if
the arrangement is, in substance, an individual deferred comperisation contract) based on the substantive agreement
with the employee. The EITF believes that a liability for the benefit obligation under Statement 106 or Opinion 12
has not been settled through the purchase of a typical éndorsement split-dollar life insurance arrangement. United
Western Bank owns endorsement split dollar life insurance that is subject to this EITF consensus. EITF 06-4 will
be effective on Janu'ary 1, 2008, with earlier application permitted. The Company estimates that had EITF 06-4
been effective at December 31, 2006, the Company would have accrued a pre-tax liability and compensation
expense of appfoximately $100,000.

3 Discontinued.Operatibns - Sale of Assets of Matrix B'ancorp Trading, Inc.

Effective March 31, 2006, the Confpady sold certain assets and operations of one of its two brokerage subsidiaries,
Matrix, Bzgné'orp :l'rading, Inc., pursuant to an Asset Purchase Agreement (“Purchase Agreement”) to a newly
formed third partyllimited liability company: The limited liability company hired the former employees and officers
of Matrix Bancorp Trading, Inc. upon the closing of the sale. After the sale, the Company’s continuing brokerage
oberations consist only of those brokerage activities conducted through First Matrix Investment Services
Corporation. Under the terms of the Purchase Agreement, the Company received a total of $4,000,000, consisting
of $1,200,000 in cash and $2,800,000 in the form of a promissory note guaranteed by the ultimate parent of the
limited liability company. The promissory note is for a term of two years, and bears interest at the current prime
rate, Pursuant to the terms of the Purchase Agreement, the Company agreed not to compete or have any ownership
interest in any business in the State of Colorado similar to the limited liability company’s new business for a period
of twelve months. The balance of the note receivable of $1.9 million is included in other receivables at
December 31, 2006,

As a result of the sale, the Company recorded an after tax gain on the sale of approximately $2,424,000 for the
quarter ended March 31, 2006, which is included in discontinued operations for the year ended December 31, 2006.
The operating results of the discontinued ~brokerage activities of Matrix Bancorp Trading are reflected as
discontinued operations beginning January 1, 2004, and the consolidated financial statements have been restated to
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reflect the brokerage operations 61" Matrix Bancorp Trading as a discontinued operation. The operating results of

- Matrix Bancorp Trading, Inc., previously included in the Company’s brokerage segment, and now included-in
income from discontinued operations, net of income taxes were as follows:

Years Ended
December 31,
2006 .2005 2004
. ‘(Dollars in thotisands, except share information)
Net interest income after provision for credit losses - $ - 5 - % 8
Noninterest income 1,346 8,125 - - 7,004
Noninterest expense - . - - 1,333 6,995 6,030
Operating income before taxes from _
discontinued operations 13 1,130 982
Income tax provision 5 432 393
Operating income from discontinued operations 8 698 . 589
Gain on sale of certain assets and operations of
Matrix Bancorp Trading, Inc., net of income tax
provision of $1,435, $0, and $0, respectwely ) 2,424 - -
Income from discontinued operatlons net of N

income taxes - ' $ 2432 % 698 % 589

Income from discontinued operations .of .Matrix . .
Bancorp Trading, Inc. per share — basic -3 031 § 010 3 0.09 -
Income from discontinued operations 6f Matrix o

Bancorp Trading, Inc. per share — assuming
dilution 3 031 §$ 010 § 0.09

4, Discontinued Operations — Sale of ABS School Services, LLC

On May 5, 2006, the Company sold its school services subsidiary, ABS School Services, LLC (“ABS™), to SKS
Ventures, LLC, a Colorado limited liability company owned by former executive officers of the Company (*SKS”).
SKS acquired 100% of the outstanding limited liability company interests of ABS-for a purchase price of
$7,370,000. Concurrently, United Western Bank committed to a $4,000,000 loan to SKS and its principals,
pursuant to which the membership interests of ABS and the membership interests of SKS were pledged. At
December 31, 2006, no amounts have been drawn on this facility. Prior to the sale, ABS distributed its outstanding
interest in Charter Facilitics Funding, LLC and New Century Academy Property Management Group, LLC to Equi-
Mor Holdings, Inc. (“Equi-Mor™), a whelly owned subsidiary of the Company. ABS also distributed certain other
assets to Equi-Mor and to the Company as well as outstanding deferred and current income tax balances related to
ABS. Based on the purchase price, a $1,000,000 pre-tax charge was recorded in the quatter ended March 31, 2006,
which charge was included in discontinued operations for the year ended December 31, 2006, to reflect the net
realized value of the ABS interests upon the sale. The sales agreement contains a provision that, if SKS sells ABS
within one year of the agreement, then 50% of any gain on sale is payable to the COmpany, after adjustment for
certain post closing events.
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In connection with the transaction, the Company’s recourse-obligation for certain loans, which was $5,400,000 at
March 31, 2006, was transferred to SKS. Pursuant to the sales agreement, Equi-Mor and the Company guarantee,
for a five year period, the repayment of the loans sold to SKS up to an aggregate amount of $1,650,000, creating a
new recourse obligation for the Company. Included in other general and administrative expenses for the year ended
December 31, 2006 is a charge recorded by Equi-Mor of $950,000 to reflect the estimated liability related to this
recourse obligation. )

As a result of this sale, the Company has preﬁented the operations of ABS School Services, LLC as discontinued
operations beginning with January 1, 2004, and the consolidated financial statements have been restated to reflect
the operations of ABS School Services, LLC as a discontinued operation. The operating results of the ABS School
Services, previously included in “all other” in segment reporting, and now included in income from discontinued
operations, net of income taxes were as follows:

. " AR S Years Ended ’
: ' December 31,
2006 2005 2004
) (Dollars in thousands, except share information)
Net interest income after provision for credit losses  $ 580 § 1918. § 2,463

Noninterest income 550 1,690 | 2,871
Noninterest expense 2,107 3,351 - . 5016
Operating (loss) income before taxes from

discontinued operations (977) 257 318
Income tax (benefit) : ' (288) (465) (851)
(Loss) income from discontinued operations, net of _

income taxes ) $ (689 §% 722 % 1,169

(Loss) income from discontinued operation's of
ABS School Services, LLC per share — basic 8 (0.08) $ 0.10 % 0.18

(Loss) income from discontinued operaticns of

ABS School Services, LLC per share — assuming :
dilution - . _ $§ (008 § 010 8 0.18°

Total assets sold to and liabilities assumed by SKS on May 5, 2006 at December 31, 2003, were as follows:

"

December 31,

2005 .
. (Dollars in thousands)

Cash ' s 315 '
Loans held for sale, net of allowance of $1,791 ' _ ' 22,247
Other assets ) , . ' | 9,825

Total assets l 3 ‘ 32,387
Other liabilities 5 358
Borrowed money - : 16,364

Total liabilities ) _ . N $ 16,722
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The decrease in asset balances between the date of sale, May 5, 2006, and December 31, 2005 is primarily due to
the sale.of certain assets held for sale during the interim. period, as well as repayments on loans held for sale and
other decreases in the ordinary course of business. :

5. Sale of Majority Interest in Real Estate Disposition Services Subsidiary '

On September 1 0, 2004, the Company, through its subsidiary Matrix Asset Management Corporation (“MAMC"),
sold substantially all of its assets related to its real estate management and disposition business. After the sale, the
Company retained a 25% interest in the new company created by the purchaser, Matrix Asset Management, LLC,
("MAM, LLC”), as well as the remaining .operations in MAMC, renamed MTXC Realty, which operated a real
estate brokerage office operating exclusively in the Denver metro area.. As part of the transaction, referrals for the
sale of real estate managed by MAM, LLC in the Denver metro area generally were referred to MTXC Realty. The
Company recorded a gain on sale of approximately $13,500,000, included in -gain on sale of assets in the
consolidated statement of income for the year ended December 31, 2004. The Company received payment in the
form of cash and a note receivable, payable in quarterly principal and interest payments over three years. The
balance of the note receivable of $1,251,000 is included in other receivables at December 31, 2006.

In November 2006, the Corﬁpany sold the remaining 25% interest of MAM LLC and received proceeds of
approximately $3.6 million and recognized a gain of $2.7 million included in gain on sale of assets in the
consolidated statement of income. for the year ended December 31, 2006.

6. Sale of Assets of MTXC Realty Corp.

Effective March 31, 2006, the Company sold certain assets of MTXC Realty Corp. related to its real estate
brokerage office operating in the Denver metro area: As a result of the sale, the Company recorded a pre-tax gain
on the sale of approximately $100,000, included in noninterest income for the year ended December 31, 2006.

7. Sale of Interest in Matrix Settlement and Clearances Services, LLC

On November 30, 2004, the Company, through certain of its subsidiaries, entered into definitive agreements to sell
the 45% membership interest in Matrix Settlement & Clearance Services, LLC, (*MSCS"), as well as all of the
assets of the trust operations of United Western Bank, to MG Colorado Holdings, Inc. (“MGCH”), which is an
entity controlled by the pnnc1pals of Optech Systems, Inc., one of the original co-owners of MSCS along with the
Company.

In consxderaudn of the sale of the 45% membership interest in MSCS, the Company received approximately 5% of
the outstanding common stock of MGCH, and cash. Thts portion of the transaction closed December i, 2004, Asa
result of thé sale the _Company recorded a pre-tax gam on sale of approximately $8,242,000, included in the gain on
sale of. other assets for the year ended December 31, 2004. In consideration of the sale of the assets of the trust
operatlons of United Western Bank, the Company has received additional common stock of approximately 2% of
the outstanding common stéck of MGCH. 'This portion of the transaction closed April 30, 2005. As a result of the
sale of the trust.assets, the Company recorded a pre-tax gain on sale of $300,000, which is included in the gain on
sale of assets for the year ended December 31, 2005. The approximate 7% total ownership interest retained is
~ accounted for using the cost basis of accounting. At December 31, 2006, the investment in MGCH included in
other assets 1s $750,000. y

As part of the sale agreement deposns commued to be mamtamed by MSCS at United Western Bank. At
December 31, 2006, deposits maintained by MGCH at United Western Bank totaled approximately $195.2 million.
This agreement expired on September 30, 2006 and the Company is currently in negotiations with MGCH and its
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affiliates to renew this agreement. As of the date of this report the Company maintained an arrangement with
MGCH as if the agrcement had not expired. Management expects the agreement -to be renewed on terms
substantially equivalent to the expired agreement. Co

|

i

| The Company and its subsidiaries, and former members of MSCS have agreed that for a period of four years from

| December 1, 2004, they will not compete with MGCH in the provision of automated mutual fund clearing and |

I settlement services through the Nation’el Securities Clearing Corporation (“NSCC™), or in the provision of custodial

| and trust services to outside third party administrators or record keepers in connection with the NSCC services.
Additionally, in conncction with the receipt of the common stock of MGCH‘ the Company and other stockholders
of MGCH have agreed to transfer voting restrictions on their shares of MGCH common stock and have agreed to
sell their shares along with the majority shareholders of MGCH lf 50 requested g

8. Sale of United Western Bank Branches

On May 1, 2004, United Western Bank sold its two branches in Las Cruces, New Mexico to a New.Mexico banking
company. The sale included deposits of the Las Cruces branches that totaled approximatcly $78,500,000, and loans
of approximately $22,800,000, as well as the rcal estate and leases associated with the Las Cruces branches. As a
result of the sale, the Company recorded a pre-tax gain of $5,087,000, which is included in gains on sale of assets
for the year ended December 31, 2004. . '

On November 1, 2004, United Western Bank sold its branch in Sun City, Arizona to the same New Mexico banking
company. The sale included deposits of the Sun City branch that totaled approximately $104,000,000, a nominal
amount of loans, as well as the real estate and leases associated with the branch. As a result of the sale, the
Company recorded a pre-tax gain of $4,935,000, which is included in gain on sale of assets for the year ended
December 31, 2004. Lo

9, Net Income Per Share . :

The following table sets forth the computation of basic net income per share and net income per share, assuming
' L 0 .

dilution: ., )
Years Ended December 3 l!,
2006 2005 2004
(Dollars in thousands)

Numerator: . :

Income from continuing operations, nct of tax effects . § 9,913 - § 133§ 20,003

Income from discontinued operations, net of tax effects : 1,743 % 1420 % 1,894

Net income : L $ 11,656 'S 1,558 °§ 21,897
Denominator: )

Weighted average shares outstanding 7,791,516 6,943 480 6,52{_),239 .
Effect of dilutive securities: . ) - . T

Common stock options - 92,648 109,767
Denominator for net income per share, assuming dilution 7,791,516 7,036,128 6,630,006
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Investment securities available for sale were as follows:

Mortgage-backed
agency sécurities

Mortgage-backed ]

securities-private-

Collateralized -
mortgage l
obligations

SBA securities

Total

+

December 31, 2006 ~ December 31, 2005
Gross Gross Estimated Gross Gross Estimated
. Amortized  Unrealized Unrealized Fair -Amortized  Unrealized Unrealized Fair
Cost Gains Losses Value Cost Gains Losses Value
(Dollars in thousands)

§ 5,044 $ 14 5 (39 $ 5019 $ 13,714 $ 39 b (47} 8 13,706
47,436 203 - 47,639 - - - -
88,827 107 ©{56) 88,878 - - -= -

607 3 - 610 757 - {1 756
C$1m914 $ 327 $ (95  § 142,146 $ 14471 § 39§ (48 $ 14,462

Realized gains (losses) on the sale of securities available for sale, included in gain on sale of loans and securities in
the consolidated statements of income, as determined by specific identification, were approximately $274,000,
$(122,000), and $430,000 for the years ended December 31, 2006, 2005 and 2004, respectively.

Investment securities held to maturity were as follows:

Mortgage-backed
securities-private

Collateralized -
mortgage
obligations

SBA securities

Total

December 31, 2006

December 31, 2005
Gross Gross Gross Gross
Amortized-  Unrealized Unrealized . Estimated Amortized  Unrealized Unrealized - Estimated
Cost Gains Losses . Fair Value Cost Gains Losses . Fair Value
(Dollars in thousands)
§ 228060 . 8§ 345~ § (1,263) . § 227,142 $ 156,979- $ 17 $(829) .. $4156,321
384,279 143 - (4,612) 379,810 264,031 12 (3,445) ' 260,598
84,494 51 (78) 84,467 - - - -
$ 696,833 3 539 $ (5,953) $ 691419 $ 421,010 $ 183 $ (4,274) 1 §416,919
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The amortized cost and estimated fair value of investment securities by contractual maturity at December 31, 2006

are as follows:

Available for Sale ‘ Held to Maturity

Amortized Cost Estimated Fair Value - Amortized Cost Estimated Fair Value

{Dollars in thousands)

Within 1 year $ - $ - $ s -
Over 1 year through 5 years- - - - - E - . - -
Afier 5 years through 10 years ) 8,669 8,671
Over 10 years 607 610 ] 75,825 75,796
SBA securities 607 Co610 84,494 84,467
Mortgage-backed securities 141,307 141,536 612,339 | 606,952

Total 3 141,914 $ 142,146 $- 696,833 $ 691,4i9

Trading securities were as follows: . =

December 31, 2006 December 31, 2005

Estimated Fair Value _ Estimated Fair Value
(Dollars in’!housands) )
SBA securities s - ' 3 o4
Total s . - ' $ 104,722

At September 30, 2006, the Company transferred SBA securities, with a carrying value of $90,074,000 from trading
securities to investment securities held to maturity, After an evaluation of relevant factors, management revised its
intent with respect to the assct and intends to hold such securities to'maturity

The net (loss) gain on trading securities, included in gain on sale of loans and securities in the consolidated
statements of income, was approximé_tely $(441,000), $613,000, and $50,000 for the years ended December 31,
2006, 2005 and 2004, respectively. = - ’ :

3

The following table presents information pertaining to securities available for sale and held to maturity with gross
unrealized losses aggregated by investment category and length of time that individual securities have been in
continuous loss position as follows:
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it

* December 31, 2006 : ' ’ - December 31, 2005

Less than 12 Months i 12 Months or More " . Less than 12 Months ’ 1.2 Months or Mare '
Estimated  Unrealized Estimated  Unrealized - Estimated  Unrealized ,-  Estimated;. Unrealized
,Fair Value ' Losses Fair Value Losses Fair Value Losses Fair Value Losses

{Dollars in thousands) - -
Morngage-backed

securities agency, : ) oL
available forsale -+ § 1,135 § (U3 § 2337 3 (2o6) 3 6,181 5 (3% . £ 328 .- % o
Collateralized . . .- . : . o
mortgage | :
i obligations- : : . .
private, available - - ) g o ) . . ] L e, e

for sale . 44766 T (56) o - - = . LT oo =y - -
SBA securities, o o ’ . ‘

available for sale - R L - - - a6, 1)
Mortgage-backed ’ -
securities-private,
held to maturity 77,081 ~(436) . 85266 (827) 84,001 (569) 10,802 {260}
Collateralized o Tt . T St C -
morigage
abligations-
private, held to
maturity '1{)7,288,‘ _(400) . 201,777 (4,212} 247,169 (3,445) R .
SBA securities, o . o o

heldtomaturity 68,331 (7%) - - - B ~ -

Total : 298,601 s (983) $289380 § (5,065) $337350  § (4,052) $ 11,606 $ (270)

Management ‘evahiatés™ securities for other-than- temporary impairment at lcast on a quarterly basm and more. .
frequently when economic or market conditions warrant such evaluation. Consideration is given to (1) the length of
time and the extent. to ,which the fair value has been less than cost, (2) the financial condition and near-term_
prospects of the issuer, and (3) the mtent and ability of the Company to retam its mvestment in the'issuer for a
period of tlme sufﬁcnent to allow for any antu:lpated recovery in fair value : '

3 . St e l Il
At December 31, 2006 the Company does not believe that any individual unreahzed loss represents an other-than-
temporary impatrment. The unrealized losses are attributable to changes in interest rates. ,The Company has both
the intent and ablllty to hold these securities for the time necessary to recover the amortized cost.

The'Company expects to receive payments on investment securities over periods that are considerably shorter thari
the contractual maturities of the securities, which range up to 30 years, due to prepayments.

At December 31, 2006, approximately 46% of the available for sale securities portfolio and approximately 14% of
the held to maturity securities portfolio were comprised of securities of a single issuer, other than U.S. Treasury and
federal agency debentures and other U.S. Government sponsored agency securities. -

At December 31, 2006 and 2005, ‘mortgage-backed securities with a carrying value of $1,911,000 and $0,
respectively, were pledged to secure public deposits and for other purposes required or permitted by law.

T
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11. Loans Held for Sale and Investment
Loans Held for Sale

Loans held for sale consist of the following:
December 31, December 31,

2006 2005
(Dollars in thousands)
Residential loans $ 381,502 $ 631,773
Multi-family loans 52,478 67,237
SBA guaranteed purchased loans ’ 1,365 177,328
SBA guaranteed originated loans 7,171 11,045
School financing and other loans 869 25,272
Fair value adjustment - (2,339)
Purchase premiums and unearned fees, net 3,266 22,315
446,651 932,631
Less: Allowance for credit losses 2,531 5,189

Loans held for sale, net $ 444,120 $ 927,442

Activity in the allowance for loan and valuation losses on loans held for sale is summarized as follows:

Years Ended December 31,
2006 2005 2004
(Dollars in thousands)
Balance at beginning of year $ 5189 $ 5198 § 7 4,803
Provision for credit losses 322 774 1,180
Charge-offs and transfers (1,441) (803) - (785)
School financing — allowance sold (1,791) - - -
Recoverics ) 252 20 -
Balance at end of year | 3 2,531 $ 5,189 % 5,198

School financing — allowance sold for the year ended December 31, 2006, represents $1,791,000 of allowance
included in the sale of assets of ABS School Services, LLC, discussed further in Note 4 above. The provision for
credit losses charged to operations for 2004 and 2005 includes ABS School Services, LLC, provision reported in
income from discontinued operations line item on the consolidated statements of income. Transfers included above
in charge-offs and transfers represents amounts transferred from the held for sale allowance for credit losses to the
held for investment allowance for credit losses due to repayments of the held for sale loans, which reduces the
required allowance levels.

Loans Held for Investment

Loans held for investment consist of the following:

December 31, 2006 December 31, 2005

. (Dollars in thousands)
Residential loans $ 223,189 $ 250,793
Construction loans 53,787 24,049
Multi-family loans 1,586 2,161
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. ! . December 31, 2006. December 31, 2005
(Dollars in thousands)
SBA guaranteed purchased loans 154,549 -
SBA originated loans . 94,585 - 99,519
Commercial real estate loars . . ' . 168,823 50,562
Commercial loans and other - 21,801 5,539
Discounts, net . (539) (843)
Unearned fees ‘ (1,149) (1,029)
717,832 430,751
Less: Allowance for credit losses 6,231 4,808
Loans held for investment, net - $ 711,601 $ 425,943

At September 30, 2006, SBA guaranteed purchased loans in the amount of $164,218,000 were transferred from the
held for sale to the held for investment category after management reevaluated its intent with respect to holding
these loans. A charge of $704,000 was incurred to reduce the loans to the lower of cost or market on an individual
loan basis. Prevnously, these loans were carried at the lower of cost or market on an aggregate basis. This charge
was included in noninterest expense — other general and administrative for the year ended December 31, 2006.

Activity in the allowance for loan and valuation losses on loans held for investment is summarized as follows:

Years Ended December 31,
2006 2005 2004
(Dollars in thousands) :

Balance at beginning of year $ 4,808 $ 5974 § 4,986

. Provision for loan and valuation losses 2,019 891 2,089
‘Charge-offs and transfers . , (755) (2,249) (1,264)

Recovenes - . 159 192 163

Balance at end of year 3 6,231 5 4,808v $ 5,974

United Western Bank’s residential loans are located throughout 50 states with concentrations above 5.0% at
December 31, 2006 in California, Illinois, Georgia, Texas and Florida of approximately 32.7%, 9.1%, 7.6%, 5.6%
and 5.2%, respectively, based on aggregate outstanding unpaid principal balances of the loans: At December 31,
2006, there were no cdr!centrations of loans related to any single industry in excess of 10% of total loans.

The followin.g lists information related to nonpei’formjng loans held for investment and held for sale:

‘ December 3 1,

2006 2005
: {Dollars in thousands)
Loans on nonaccrual status in the held for investment portfolio $ 3,675 $ ° 9,601
l.oans on nonaccrual status in the held for sale pertfolio 4723 7,293
Total nonperforming loans $ 8,398 5 16,894
Interest income that would havé been recognized at original contract terms  § 700  § 875

The Comiﬁany continues to accrue interest on g0vemmenl-sp0nsored loans such as Federal Housing Administration
(“FHA”) insured and Department of Veterans’ Affairs (“VA”™) guaranteed loans which are past due 90 or more
days, as the majority of the interest on these loans is insured or guaranteed by the federal government. The
aggregate unpaid principal balance of government-sponsored accruing loans that were past due 90 or more days was
$9,083,000 and $10,986,000 as of December 31, 2006 and 2005, respectively.

F-33



United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

Interest income that would have been recorded for all nonaccrual loans was approximately $700,000, $875,000 and
$652,000 for the years ended December 31, 2006, 2005 and 2004, respectively.

Inclueded in nonaccrual loans were impaired loans, as defined under SFAS No. 114, “Accounting by Creditors for
Impairment of a Loan,” totaling $265,000 and $3,517,000 at December 31, 2006 and 2005, respectively, ali of
which have a specific valuaticn allocated to the loan. The majority of the loans deemed impaired were evaluated
using the fair value of the collateral as the measurement method, The related allowance allocated to impaired loans
for 2006 and 2005 was $166,000 and $1,401,000, respectively. There was no interest recognized in 2006 or 2005
on loans while they were considered impaired.

12. Premises and Equipment

Premises and equipment consist of the following:

December 31,

2006 2005

{Dollars in thousands)
Land : $ 1,305 5 3,106
Buildings ‘ . 3,269 10,854
Leasehold improvements 808 4,005
Office furniture and equipment 10,224 10,661
15,606 28,626
Less accumulated depreciation 7,015 11,472
Premises and equipment, net b 8,591 $ 17,154

The decline in the balance of premise and equipmént, net was the result of the sale of the United Western Financial
Center to a third party. See further discussion in Note 21. Included in occupancy and equipment expense is
depreciation expense of premises and equipment of ﬁpproximately $2,003,000, $2,065,000 and $2,692,000 for the
years ended December 31, 2006, 2005, and 2004, respectively.

13. Mortgage Servicing Rights ' B

The activity in the MSRs is summarized as follows: : .
i Years Ended December 31,
2006 2005 2004

(Dollars in thousands)

Mortgage servicing rights

Balance at beginning of year $ 22,934 $ 29,980 $ 47,194
Purchases 98 - 871
Originations 135 788 615
Amortization (5,810) (7,764) (16,100}
Sales 8 (70) -
Application of valuation allowance to write down :
permanently impaired MSRs ' - - (2,600)
Balance before valuation allowance at end of year 17,349 22,934 29,980
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Years Ended December 31,

2006 - 2005 - 2004
(Dollars in thousands)

Valuation ailowance for impairment of mortgage
. servicing rights .
Balance at beginning qf year (2,226) (3,406) - (6,450)
Additionn ' . - - (230 (1,656)
Application of valuation allowance to write down

permanently impaired MSRs _ _ 2,600
Recovery 276 1,410 2,100,
Balance at end of year (1,950) . (2,226) (3,406)

Mortgage servicing rights, net . $. 15,399 $ 20,708 .$ 26,574

The Company’s servicing activity is diversified throughout 50 states with concentrations at December 31, 2006, in
Texas, Missouri, New Mexico, Illinois, and California, of approximately 14%, 14%, 12%, 10%, and 8%,
respectively, based on aggrepate outstanding unpaid principal balances of the mortgage loans serviced. As of
December 31, 2006, 2005 and 2004, the Company subserviced loans for others of approximately $7,059,000,
$11,373,000 and $14,026,000, respectlvely

The Company’s servicing portfolio (excluding subserviced loans) is comprised of the following:

December 31, 2006 " December 31, 2005
Principal Principal
Number Balance Number Balance

L of Loans Qutstanding of Loans Qutstanding
: ) ' {Dollars in thousands)
Freddie Mac 2,903 $ 98,555 3673  § 130,386

Fannie Mae ) . 8,732 443,719 10,400 542,782
Ginnie Mae ' 6,716 367,712 8913 514,900
VA, FHA, conventional and other - .

loans _ 5,115 403,078 - = 6,491 529,930
Total servicing portfolio 23,466 % 1,313,064 . 29477 § 1,717,998

The Company’s custodial escrow balances shown in the accompanying consolidated balance sheets at
December 31, 2006 and 2005 pertainto payments held in escrow in respect of taxes and insurance and the float on
principal and interest payments on loans serviced and. owned by the Company. The custodial accounts are
maintained at United Western Bank in noninterest-bearing accounts. The balance of the custodial accounts
fluctuates from month to month based on the pass-through of the principal and interest payments to the ultimate
investors and the timing of taxes and insurance payments.

The estimated-aggregate amortization of the Company’s MSR’s for each of the next five years ending December 31,
2007, 2008, 2009, 2010 and 2011 is $3,895,000, $2,851,000, $2,128,000, $1,649,000 and $1,310,000, respectively.
The estimated amortization is based on several assumptions as of December 31, 2006, with the most significant
being the anticipated prepayment specds of the underlying mortgages. The actual prepayment speeds of the
underlying mortgage loans may differ materially from the estimated prepayment speed, so that the actual
amortization may be significantly different than the amounts estimated.

F-35




ey

United Western Bancorp, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

14. Deposits
Deposit account balances are summarized as follows:

December 31, 2006 December 31, 2005
Percent of  Weighted Percent of Weighted
Total Average Total ©~  Average
Amount  Deposits Rate Amount  Deposits Rate
(Dollars in thousands)
Passhook accounts b 115 0.01% 1.28% §$ 405 0.04% 1.26%
NOW and DDA accounts 604,821 4495 0.63 495,260 44.06 0.49
Money market accounts 705,371  52.41 2.78 581,704 51.75 1.69
Subtotal 1,310,307  §7.37 1.79 1,077,369 95.85 1.18
Certificate accounts 35,374 2.63 3.87 46,675 4.15 3.66 -
Total Deposits $1,345,681  100.00% 1.84% $1,124,044  100.00% 1.27%

Included in NOW and DDA accounts are noninterest-bearing DDA accounts of $190,193,000 and $182,549,000 at
December 31, 2006 and 2005, respectively.

Contractual maturities of certificate accounts as of December 31, 2006 are as follows:

Under 12 months 12 to 36 months 36 to 60 months Total

{Dollars in thousands)
2.00-2.99% 5 88 $ - % - 3 88
3.00-3.99% 13,659 13,420 - 27,079
4.00-4.99% 1,212 2,178 196 3,586
5.00-5.99% : 4,621 — - 4,621

$ 19580 § 15598 § 196 $ 35374

Approximately $372,716,000 and $288,622,000 of fiduciary assets under administration by Sterling are included in
NOW and money market accounts as of December 31, 2006 and 2005, respectively. Approximately $195,249,000
and $173,222,000 of MG Colorado Holdings Inc’s (“MGCH™) customer assets under administration aré included in
NOW and money market accounts as of December 31, 2006 and 2005, respectively. The Company owns an
approximate 7% interest in MGCH, which is accounted for using the cost method, United Western Bank provided
three lending facilities to MGCH, an overdraft line, term note, and revolving line of credit, in the amounts of $10
million, $3 million and $1 million, respectively. At December 31, 2006, there was $2,187,500 outstanding on the
term note and no amounts outstanding on the other two lines. Approximately $118,844,000 of deposits of Legent
Clearing, LLC, a company in which the Company’s Chairman of the Board holds a minority interest, is included in
NOW and meney market accounts at December 31, 2006. Approximately $26,024,000 of deposits of the majority
owner of MAM, LLC are included in NOW and money market accounts as of December 31, 2005. These deposits
were withdrawn in the fourth quarter 2006 upon the Company’s sale of its remaining 25% interest in MAM LLC.
Approximately $573,850,000 and $543,885,000 of deposits represent funds from significant institutional
relationships maintained by United Western Bank as of December 31, 2006 and 2005, respectively. Included in
certificate accounts are $25,708,000 and $42,504,000 of brokered deposits as of December 31, 2006 and 2005,
respectively. ' |
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Interest expense on deposits is summarized as follows:

: _ Years Ended December 31,
2006 2005 2004
(Dollars in thousands)
Passbook accounts $ 3 $ 5 3 38
NOW accounts 3,238 1,169 : 261
Money market accounts . 17,112 ‘ 10,621 4,504
Certificates of deposit accounts 2,389 4,088 5,862
Interest expense on deposits - $ 22,742 % 15883 § 10,665

e

The aggregate amount of certificate of deposit accounts with a balance greater than $100,000 (excluding brokered
deposits) was approximately $6,553,000 and $1,227,000 at December 31, 2006-and 2005, respectively.

'15. Borrowed Money . -

Borrowed money is summariicd as follows: . ) ,
December 31, December 31,
2006 2005

(Dollars in thousands)

Borrowed Money’
$5,000,000 one year revolving line converting to an amortizing term
note payable to a third party financial institution, with annual equal | e
principal payments beginning June 30, 2008 through June 30, 2011,
collateralized by the common stock of United Western Bank;
interest at 30 day LIBOR plus 1.50% (6.83% at December 31, s -
2006), $5,000,000 available at December 31, 2006 o
$12,000,000 revolving line of credit to a third party financial
institution, through June 30, 2007, renewable annually,
collateralized by the common stock of United Western Bank;
interest at 30 day LIBOR plus 1.35%; (6.68% at December 31,
2006), $12,000,000 available at December 31, 2006 -
$8,215,000 note payable to a third party financial institution '
collateralized by the common stock of United Western Bank; paid in .
full on June 30, 2006 ) - $ 3217
$10,000,000 subordinated debt securities, interest payments due
. quarterly at three-month LIBOR plus 2.75% (8.11% at December o
31, 2006), maturing February 13, 2014 10,000 10,000
Schoot financing agreements, maturing September 1, 2008, o
collateralized by school obligations; interest rate variable based on

" the BMA mini-swap index ' - 16,364
$50,000,000 structured repurchase agreements at United Western N '
Bank with a third party financial institution 50,000 =
Total : : $ 60,000 3 29,581
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As of December 31, 2006, the maturities of borrowed money are as follows:
{Dollars in thousands)

2011 $ 50,000
Thereafter 10,000
$ 60,000

The Company must comply with certain financial and other covenants related to the foregoing debt agreements
including, among other things, the maintenance of specific ratios, net income, net worth and other amounts as
defined in the credit agreements, iimitfng the Company’s and its subsidiaries’ ability to declare dividends or incur
additional debt, and requirements to maintain certain capital levels in certain subsidiaries. These covenants include
requirements for United Western Bank to: (i) maintain “classified assets” of less than 20% of “primary equity
capital”, (ii) have a return on assets of .60% on a rolling four quarter basis, and (iii} maintain its “well capitalized,”
regulatory capital ratios, as defined in the loan agreement. At December 31, 2006, the Company was in compliance
with the covenants described above, :

During 2006, United Western Bank entered into two structured repurchase agreements with a third party financial
institution, JP Morgan Chase Bank, NA. Securities were delivered to, and are being held by, the counterparty with
whom the repurchase agreement was transacted. The counterparty has agreed to.resell to United Western Bank the
same or similar securities at the maturity of the agreements. At December 31, 2006, CMO securities with a carrying
value and market value of $63.3 million were pledged to collateralize these répurchase agreements. The agreements
are for a term of 5 years, with the counterparty having the option to call the borrowings on a quarterly basis after
two years. Within the agreements are embedded floor options. This option results in a cost of this debt for the first
two years of the lesser of the initial price of the borrowing, or the initial price of the borrowing minus the amount, if

any, by which 3 month LIBOR. is less than the strike price set forth in the agreements; however, the rate may not fall
below zero. ' '

On May 35, 2006, the Company sold its school services subsidiary, ABS School Services, LLC (“ABS™), to SKS
Ventures, LLC, a Colorado limited liability company owned by former executive officers of the Company. See
additional discussion above in Note 4 Discontinued Operations - Sale of ABS School Services, LLC.

16. Junior Subordinated Debentures Owed to Unconsolidated Subsidiary Trusts and Corporation-Obligated
Mandatorily Redeemable Capital Securities of Subsidiary Trusts Holding Solely Debentures of the Cf)mpany

The Company has sponsored seven trusts, Matrix Bancorp Capital Trust I, Matrix Bancorp Capital Trust II, Matrix
Bancorp Capital Trust III, Matrix Bancorp Capital Trust IV, Matrix Bancorp Capital Trust V, Matrix Bancorp
Capital Trust VI and Matrix Bancorp Capital Trust VIII, of which 100% of the common equity is owned by the
Company. The trusts were formed for the purpose of issuing corporation-obligated mandatorily redeemable capital
securities (the “capitat securities”) to third-party investors and investing the proceeds from the sale of such capital
securities solely in junior subordinated debt securities of the Company (the *debentures™). The debentures held by
each trust are the sole assets of that trust. Distributions on the capital securities issued by each trust are payable at
either quarterly or semiannually at a rate per annum equal to the interest rate being earned by the trust on the
debentures held by that trust. The capital securities are subject to mandatory redemption, in whole or in part, upon
repayment of the debentures. The Company has entered into agreements which, taken collectively, fully and
unconditionally guarantee the capital securities subject to the terms of each of the guarantees. The debentures held
by the trusts are redeemable as noted below.

F-38




United Western Bancorp, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

Junior Subordinated Debentures Owed to Unconsolidated Subsidiary Trusts and Corporation-Obligated Mandatorily
Redeemable Capital Securities of Subsidiary Trusts Holdrng Solely Debentures of the Company are summarized as
follows: ' ' :

December 31,
2006 2005
(Dollars in thousands)

» Tyt

Junior Subordinated Debentures Owed to Unconsolidated Subsidiary Trusts
Junior subordinated debentures owed to Matrix Bancorp Capital Trust I, 10% junior

subordinated debentures payable quarterly, unsecured and maturing September 30, 2029 -$ - § 5,156
Junior subordinated debentures owed.to Matrix Bancorp Capital Trust 11, 10.18% junior
subordinated debentures payable semi-annually, unsecured and maturing June 8, 2031 . 12,400 12,400

Junior subordinated debentures owed to Matrix Bancorp Capital Trust II, 10.25% junjor o

subordinated debentures payable semi- annually, unsecured and maturing July 25, 2031 15,464 15,464 .
Junior subordinated debentures owed to Matrix Bancorp Capital Trust IV, six-month

LIBOR plus 3.75% (9.12% at December 31, 2006) junior subordinated debentures

payable semi-annually, unsecured and maturing December 8, 2031 < 5,155 5,155
Junior subordinated debentures owed to.Matrix Bancorp Capital Trust V, six-month . -

LIBOR plus 3.625% (8.99% at December 31, 2006) junior subordinated debentures .
- payable semi-annually, unsecured and maturing January 25, 2032 5,155 3,155
Junior subordinated debentures owed to Matrix Bancorp Capital Trust VI, interest fixed at -

6.425% through Qctober 2009, then three-month LIBOR plus 2.50%, junior

subordinated debentures payable semi-annually, unsecured and maturing October 18 )

2034 10,310 10,310
Junior subordinated debentures ‘owed to Matrix Bancorp Capital Trust VIII, interest fixed

at 5.86% through July 2010, then three- month LIBOR plus 1.69%, j Jumor subordinated
- debentures payable semi- annually, unsecured and maturmg July 7, 2035 7,732 7,732
Total o ‘ S ' $ 56216 § 61,372

On July 30, 1999, Matrix Bancorp Capital Trust [ {(“Trust ), a Delaware business trust formed by the Company,
completed the sale of $27,500,000 of 10% preferred securities. Trust 1 also issued common securities to the
Company and used the net proceeds from the offering to purchase $28,351,000 in pnnmpal amount of 10% j JUHIOI‘
subordinated debentures of the Company due September 30, 2029. The preferred securities accrue and pay
distributions quarterly at an annual rate of 10% of the stated llqutdatlon amount of $25 per preferred security. The
Company has fully and uncondltlonally guaranteed all of the obligations of Trust | under the preferred securities.
The guarantee covers the quarterly distributions and payments on 11qu1dat10n or redemptlon of the, preferred
securities, but only to the extent of funds held by Trust I. The preferred securities are mandatorily redeemable upon
the maturity of the junior subordinated debentures or upon earlier redemption as provided in the indenture. The
Company had the right to redeem the junior subordinated debentures, in whele or in part on or after September 30,
2004, at a redemption price specified in the indenture plus any accrued but unpaid interest to the redemption date.
Under the terms of the indenture, the Company redeemed $15,000,000-in trust preferred and commen securities on
October 29, 2004, redeemed $8,195,000 in trust preferred and common securities on July 20, 2005 and fully
redeemed the remaining $5,156,000 in trust preferred and common securities on October 13, 2006.

On March 28, 200!, Matrix Bancorp Capital Trust 11 (“Trust II”), a Delaware business trust formed by the
Company, completed the sale of $12,000,000 of 10.18% preferred securities. Trist 1I also issued common
securities to the Company and ‘used the net proceeds from the offering to purchase $12,400,000 in principal amount
of 10.18% junior subordinated debentures of the Company due June 8, 2031. The preferred securities accrue and
pay distributions semi-annually at an annual rate of 10.18% of the stated liquidation amount of $1,000 per preferred
security. The Company has fully and unconditionally guaranteed all of the obligations of Trust II under the
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preferred securities. The guarantee covers the semi-annual distributions and payments on liquidation or redemption
of the preferred securities, but only to the extent of funds held by Trust II. The preferred securities are mandatorily
redeemable upon the maturity of the junior subordinated debentures or upon earlier redemption as provided in the
indenture. The Company has the right to redeem the junior subordinated debentures, in whole or in part, on or after
June 8, 2011, at a redemption price specified in the indenture plus any accrued but unpaid interest to the redemption
date,

On July 16, 2001, Matrix Bancorp Capital Trust II1 (“Tfust III”"), a Delaware business trust formed by the Company,
completed the sale of $15,000,000 of 10.25% preferred securities. Trust IIT also issued common securities to the
Company and used the net proceeds from the offering to purchasé $15,464,000 in principal amount of 10.25%
junior subordinated debentures of the Company due July 25, 2031. The preferred securities accrue and pay
distributions semi-annually-at an annual rate of 10.25% of the stated liquidation amount of. $1,000 per preferred
security. The Company has fully and unconditionally guaranteed all of the obligations of Trust Il under the
preferred securities. The guarantee covers the semi-annual distributions and payments on liquidation or redemption
of the preferred securities, but only to the extent of funds held by Trust I1l. The preferred securities are mandatorily
redeemable upon the maturity of the junior subordinated debentures or upon earlier redemption as provided in the
indenture. The Company has the right to redeem the junior subordinated debentures, in whole or in part, on or after
July 25, 2006, at a redemption price specified in the indenturc plus any accrued but unpaid interest to the

redemption date. ‘ :
i

On November 28, 2001, Matrix Bancorp Capital Trust IV (“Trust [V”), a Delaware business trust formed by the
Company, completed the sale of $5,000,000 of floating rate {six-month:LIBOR plus 3.75%) preferred securities.
Trust [V also issued common securities to the Company and used the net proceeds from the offering to purchase
$5,155,000 in principal amount of floating rate (six-month LIBOR plus 3.75%) junior subordinated debentures of
the Company due December 8, 2031. The preferred securities accrue and pay distributions semi-ar'mual‘ly at the
floating rate as described above of the stated liquidation amount of $1,000 per preferred security. The Company has
fully and unconditionally guaranteed all of the obligations of Trust IV under the preferred securities. The guarantee
covers the semi-annual distributions and payments on liquidation or redemption of the preferred securities, but only
to the extent of funds held by Trust IV. The preferred securities arc mandatorily redeemable upon the maturity of

the junior subordinated debentures or upon earlier redemption as provided in the indenture. The Company has the
right to redeem the junior subordinated debentures, in whole or in part, on the interest payment due dates of cither
June 8th and December 8th on or after December 8, 2006, at a redemption price specified in the indenture plus any
accrued but unpaid interest to the redemption date. The Company anticipates the trust preferred and common
securities will be redeemed June §, 2007. '

On July 25, 2002, Matrix Bancorp Capital Trust V (“Trust V"), a Delaware business trust formed by the Company,
completed the sale of $5,000,000 of floating rate (six-month LIBOR plus 3.625%) preferred securities. Trust V also
issued common securities to the Company and used the net procceds from the offering to purchase $3,155,000 in
principal amount of floating rate (six-month LIBOR plus 3.625%) junior subordinated debentures-of the Company
due July 25, 2032. The preferred securities accrue and pay distributions semi-annually at the floating rate as
described above of the stated liquidation amount of $1,000 per preferred security. The Company has fully and
unconditionally guarantced all of the obligations of Trust V under the preferred securitics. The guarantee covers the
semi-annual distributions and payments on liquidation or redemption of the preferred securities, but only to the
extent of funds held by Trust V. The preferred securities are mandatorily redeemable upon the maturity of the
junior subordinated debentures or upon earlicr redemption as provided in the indenture. The Company has the right
to redeem the junior subordinated debentures, in whole or in part, on or after July 25, 2007, at a redemption price
specified in the indenture plus any accrued but unpaid interest to the redemption date.

]
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On August 30, 2004, Matrix Bancorp Capital Trust VI (“Trust V1”), a Delaware business trust formed by the
Company, completed the sale of $10,000,000 of preferred securities bearing a fixed rate (6.425%) until the interest
payment date in° October 2009, and then a floating rate (three-month LIBOR plus 2.50%.) Trust VI also issued
common securities to the Company and used the net proceeds from the offering to purchase $10,310,000 in
principal amount junior subordinated debentures of the Company due October 18, 2034 bearing a fixed rate
(6.425%) through the interest payment date in October 2009 and then a- floating rate (three-month 'LIBOR plus
2.50%) junior subordinated debentures of the Company due October 18, 2034, The preferred securities accrue and
pay distributions quarterly at the rate as described above of the stated liquidation amount of $1,000 per preferred
security, The Company has fully and unconditionally guaranteed all of the obligations of Trust VI under the
preferred securities. The guarantce covers the quarterly distributions and payments on liquidation or redemption of
the preferred securities, but only to the extent of funds held by Trust VI. The preferred securities arc mandatorily
redeemable upon the maturity of the junior subordinated debentures or upon earlier redemption as provided in the
indenture. The Company has the right to redeem the junior subordinated debentures, in whole or in part, on or after
October 18, 2009, at a redemption price specified in the indenture. plus any accrued but unpaid interest to the
redemption date. o . . '

On June 30, 2005, Matrix Bancorp: Capital Trust VIII (“Trust VIII”), a Delaware business trust formed by the
Company, completed the sale of $7,500,000 of preferred securities bearing a fixed rate (5.86%) through the interest
payment date in July 2010, and then a floating rate (three-month LIBOR plus 1.69%.) Trust VIil also issued
common securities to the Company and used the net proceeds from the offering to purchase $7,732,000 in principal
amount of fixed rate (5.86%) through the interest payment date in July 2010, then a floating rate (three-month
LIBOR plus 1.69%) junior subordinated debentures of the Company due July 7, 2035. The preferred securities
accrue and pay distributions quarterly at the rate as described above of the stated liquidation amount of $1,000 per
preferred security. The Company has fully and unconditionally guaranteed all of the obligations of Trust VI under

the preferred securities. The guarantee covers the qt:tartcrly distributions and payments on liquidation or redemption
' of the preferred securities, but only to the extent of funds held by Trust VIII. The preferred securities are
mandatorily redeemable upon the maturity of the junior subordinated debentures or upon earlier redemption as
provided in the indenture. The Company has the right to redeem the junior subordinated debentures, in whole or in
part, on or after July 7, 2010, at a redemption price specificd in the indenture plus any accrued but unpaid interest to
the redemption date. '

All of the junior subord_inated debentures owed to unconsolidated subsidiary trusts mature in periods greater than 5
years from December 31, 2006.

17. FH_LBénk Borrowings

United Western Bank .obtains FHLBank advances from FHLBank of Topeka which is the FHLBank that serves
Denver, Colorado and.utilizes FHLBank of Topeka as its primary correspondent bank. Prior to United Western
Bank’s change of domicile in 2002, advances were obtained from FHLBank of Dallas. Certain long-term advances
that existed at that time with FHLBank of Dallas are still outstanding under their original terms.
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The balances of FHLBank borrowings are as follows: . ‘
December 31,

.“n 2006 - 2005.. | -,
: " (Dollars in thousands)
.+ FHLBank of Topeka borrowings - S $ 492,500 - § 508,000

FHLBank of Dallas borrowings - - . ' 26,931 107,028 1«
< : '$ 519,431 $ 615,028

At December 31, 2006 and 2005, advances of $136,000,000 and $286,000,000 were borrowed under Convertible
Advance (CA) and Short Option Advance (SOA) agreements with the FHLBank. Advances of $10,000,000 and
$20,000,000, at December 31, 2006 and 2005, respectively, were borrowed under fixed rate advarice agreements
with FHLBank. The CA and SOA borrowings require the payment ‘of interest monthly and pr1nc1pal ‘at matiirity.
These CA and SOA borrowmgs have a term of up to ten years, but are callable quarterly at the option of the
FHLBank beginning after a six month to three year lockout period depending on the particular CA and SOA
borrowing. If the FHLBank exercises its call option on a CA or SOA borrowing, the FHLB is required to offer
replacement funding to United Western Bank at a market rate of interest for the remaining term of the'CA or SOA
borrowing. Additionally, United Western Bank is not permitted to prepay or otherwise retire a callable CA and
SOA borrowing prior to the final maturity date. At December 3 1, 2006, the possible call dates varied from January
26, 2007 to September 22, 2009. At December 31, 2006 and 2005, Community Investment advances of $931,000
and $1,028,000, reSpectively, were borrowed under a fixed term and rate and mature June 2, 2014. All advances are
secured by first lien mor'tgage loans, mortgage backed and SBA podled securities of United Western Bank and all
of its FHLBank stock o . : ' a
As of December 31, 2006, the maturities of FHLBank borrowings are as follows:""
(Dollars in thousands)

2007 . . .8 498,500

2008 S o 10,000

2009 : _ -

2010 o 10,000

2011 . L . - 931

Thereafter _ _ ‘ _ : i - L
$ 519,431

i

The Bank is on full custedy status at FHLB - Dallas, which requires United Western Bank to place loan collateral at
the FHLB - Dallas. As of December 31, 2006, first lien mortgages of $74,608,000 and securities of $583,000 were
pledged for $26,931,000 outstanding FHLB - Dallas advances. United Western Bank is on blanket collateral status
at FHLB - Topeka, which requires United Western Bank to identify yet miaintain in its possession loan collateral
pledged at FHLB - Topeka. As of December 31, 2006, first lien mortgages of $491,863,000 were pledged to FHLB
- Topeka. Mortgage-backed and SBA pooled securities in the custody of FHLB-- Topeka with a current balance of
$659,544,000 were also pledged for advances. Total FHLB - Topeka advances at December 31, 2006 were
$492,500,000, and United Western Bank had available unused borrowing capacity from FHLB - Topeka of
approximately $380,919,000,
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18. Income Taxes S : . L

The income tax provision (benefit) consists of the following:

Current:
, Federal - : $ 5,800 $., (1,538) 8 10,819
_ State” . : 1,069 Loamm 1,708
Deferred: . s . R
Federal : (1,944) (670) (1,810)
State : (180) (62) . (269)
Provision (benefit) $ . 4,745 3 (2,447) $ 10,448

A reconmhauon of the provision (benefit) for income taxes with the expected income taxes based on the statutory
federal i mcome tax rate foltows: o ' .
Years ended December 31, s
2006 2005 2004
S (Dollars'in thousands)
Expected income tax provision (benefit) $ 5,740 $ 302)" % 11,320
State income tax provision (benefit), net

of féderal benefit 578 29 1,682
Tax-exempt interest income ' , : (459) (1,030) 1,345y
New Market Tax Credits (1,037y - A729) (378)
Utilization of State net operating loss .

carry-forwards . - o {(140) (509)
Other : (77 217 - (322
Provision (benefit) for income taxes 3 4,745 $ 2,447y % 10,448

The actual tax provision (benefit) differs from the expected tax expense (computed by applying the applicable
United States Federal corporate tax rate of 35% (34% for 2005) and the composite state tax rates, which range from
4.5% to 8.0%) to the income before taxes for the years ended 2006, 2005 and 2004. This is principally due to state
income tax expense and various income and expense 1tems that are not deductible for tax purposes, including certain
meal and entertainment deductions, nontaxable interest income, and l.ltlllZE}_tl()n of certain state net operating loss
carry-for\yards,'ahd the recognition of tax credits under the New Market Tax qufiit program,

During 2004, the Company acquired $12,600,000 of New Market Tax Credits allocation. Under. the'program, the
Company funded qualifyiﬁg loans and the Company will receive Federal income tax credits that will be recognized
over seven years with 2004 being the first year for this allocation. In 2004, the Company received an additional
$50,000,000 allocauon of New Market Tax Credits. In the fourth quarter ‘of 2005, the Cornpany utilized
$11,000,000 of thls allocation. In the fourth quarter of 2006, the Company utlllzed approxxmately $10 million of
this allocation. The remaining $29,000,000 of the.allocation was monetized through unaffiliated third party :
investors. The tax credit recogmzed under the allocations was $1 037,000, $729, 000 and $378,000 for the years
ended December 31, 2006, 2005, and 2004 respecnvely .
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Deferred tax assets and liabilities result from the tax effects of temporary differences between the carrying amount
of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes shown below.

December 31,
2006 2005
(Dollars in thousands)

Deferred tax assets:

Allowance for loan and valuation losses $ 4,833 Ay 5,210
Deferred fees ) 1,307 2,211
State operating loss carry-forwards ‘ : 50 653
2005 operating loss carry-forward - 1,059
Gain on sale of building ’ ' 4,508 -
Other 469 285
Subtotal | ' ' 11,167 9,418
Valuation allowances (50 (653)
Total deferred tax assets ) 11,117 8,765

Deferred tax liabilities:

Mortgage servicing rights 5 (3,291 $ (3,878
New Market Tax Credits (1,335). (692)
Gain on sale of building - (1,187)
Installment gain on sale of interest in subsidiary _ (1,i122) (952)
FHLB Dividends ' (2,606) (1,722)
Other _ (387) ' (82)
Total deferred tax liabilities ‘ (8,741) (8,513)
Net deferred tax asset ' Y 2,376 b 252

A valuation allowance is recorded when it is more likely'than not that some portion or all of the deferred tax assets
will not be realized. The ultimate realization of the deferred tax assets depends on the ability of the'Company to
generate sufficient taxable income of the appropriate character in the future and in the appropriate taxing
jurisdictions. The Company considers the scheduled reversal of deferred tax liabilities, projected future taxable
income, and tax planning strategies in making this assessment. The Company has provided a valuation allowance
for state operating loss carry-forwards in those states where its operations have decreased, currently ceased, or
where the Company has withdrawn entirely. This is primarily related to the state of Arizona and is associated with
the results of Matrix Financial. No other valuation allowances for deferred tax assets are considered necessary at
December 31, 2006 or 2005. The amount of the deferred tax assets considered realizable, however, could be
reduced in the near term if estimates of future taxable income are reduced.

The net deferred tax asset at December 31, 2006 and 2005 is recorded in the accompﬁnying consolidated balance

sheets in deferred income tax asset and income tax receivable. Included in deferred income tax asset and income
tax receivable is an income tax receivable of $3,444,000 as of December 31, 2005.
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19. Regulatory

The Company. The Company is a unitary thrift holdmg company and, as _such, is subject to the rcgulatlon
examination and supervision of the Office of Thrift Super\nswn (“OTS”).-

United Western Bank. United Western Bank is subject to various regulatory capital tequirements administered by
the OTS. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on United Western Bank’s
and the Company’s consolidated financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, United Western Bank must meet specific capital guidelines that involve
quantitative measures of United Western Bank’s assets, liabilities and certain off-balance sheet commitments as
calculated under regulatory accounting practices. United Western Bank’s capital amounts and classification are also
subject to qualitative judgments by the regulators about components, risk vs;e'ightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy reqﬁiré United Western Bank to
maintain minimum amounts and ratios (set forth in the following table) of total and Tier I capital (as defined in the
regulations) to risk-weighted- assets {as defined in the regulations), and of Tier I capital (as defined in the
regulations) to total assets (as defined in the regulations). Management believes, as of December 31, 2006 and 2005,
that United Western Bank met all applicable capital adequacy requirements.

As of December 31, 2006, the most recent notification from the OTS _cétegorized United Western Bank as well
capitalized under the regulatory framework for prompt correqtiif.e action provisions. To be categorized as well
capitalized, United Western Bank must maintain minimum total risk-based, Tier 1 ri_ék-based and Tier I leverage
ratios as set forth in the table. Management believes that there have been no conditions or events. since that
notification that have changed this categorization. '

To Be Well Capitalized
’ \ Under Prompt
- For Capital Corrective Action
Actual - Adequacy Purposes . Provisions
Amount ~ Ratio Amount _Ratio Amount Ratio
_ (Dollars in thousands)
As of December 31, 2006 . . e s
Total Capital . : LT . _
(to Risk Weighted Assets)  § 153,520 157% § 78,249 8.0% ~ $97.811 10.0%
Core Capital B . . L PR
{to Adjusted Tanglble Assets) 145,805 6.8 85,574 4.0 106,967 50,
Tier I Capital : ‘ ' K
(to Risk Welghted Assets) 145,805 14.9 N/A N/A 58,687 6.0
As of December 31, 2005
Total Capital ' ' ’
(to Risk Weighted Assets)  $ 131,018 143% $73,098 B.0% :$91,373 10.0%
Core Capital ‘ ' - )
(to Adjusted Tangible Assets) 127,053 - 63 +80,987 T 4.0 101,234 5.0
Tier I Capital ' ; : . o
(to Risk Weighted Assets) 127,053 13.8 N/A N/A . 54,8;4 6.0

The various federal banking statutes to which United Western Bank is subject al_éovinclude other limitations
regarding the nature of the transactions in which it can engage or assets it may hold or liabilities it may incur.
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United Western Bank is required to maintain vault cash or balances with the Federal Reserve Bank of Kansas City
in a noninterest-eamning account based on a_ percentage of deposit liabilitics. The required reserve balance was
$4,331,000 and 32,689,000 at December 31, 2006 and 2005, respectively.

Matrix Financial. As a wholly owned subsidiary of United Western Bank, Matrix Financial is also subject 1o OTS
regulation. In addition, Matrix Financial is also subject to examination by various regulatory agencies involved in
the mortgage banking industry. Each regulatory agency requires the maintenance of a certain amount of net worth,
the most restrictive of which required Matrix Financial to maintain a net worth of $1,133,000 at December 31, 2006
and $1,328,000 at December 31, 2005. At December 31, 2006 and 2005, Matrix Financial was in compliance with
these regulatory requirements. ‘

First Matrix’ First Matrix, headquértered in-Denifer, Colorado, a wholfy owned subsidiary of the Company, is a
broker-dealer registered with the SEC under rule 15¢3-3(k)(2)(ii). First Matrix is subject to the SEC’s Net Capital
Rule that requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to
net capital, both as defined by the regulations, shall not exceed 15 to 1. At December 31, 2006, First Matrix had net
capital of $648,000, which was $643,000 in excess of its required net capltal of $5,000. First Matrix’s aggregate
indebtedness to net capital ratio was 0. 10to1,

Sterling Trust. Sterling Trust, a Texas trust company, is generally required to maintain minimum restricted capital
of at least $1,000,000, and may be required to maintain additional capital if the Texas Banking Commissioner
determines that it is necessary to protect the éafety and soundness of Sterling. At December 31, 2006, Sterling was
in compliance with capital requiremeﬁts under Texas law,

20. Shareholders’ Equity
Stock Option Plans

The Company has two stock option plans, the 2006 Special Stock Option Plan (*2006 Plan”) and the 1996
Amended and Restated Stock Option Plan (“1996 Stock Option Plan™). The 1996 Stock Option Plan allows for the
grant of options to substantially all of the Company’s full-time employees and directors for up to 1,250,000 shares
of the Company’s common stock. Options granted generaily have ten-year terms and vest based on the
determination by the Company’s compensation commitiee. For all options granted to employees in 2006, the
options vest 20% per year for five years,

The 1996 Stock Option Plan authorized the granting of incentive stock options (“Incentive Options”) and
nonqualified stock options (“Nonqualified Options™) to purchase common stock to eligible persons. The 1996 Stock
Option Plan is currently administered by the compensation. committee (“administrator”) of the board of directors.
The 1996 Stock Option Plan provides for adjustments to the number of shares and to the exercise price of
outstanding options in the event of a declaration of stock dividend or any recapitalization resulting in a stock split,
combination or exchange of shares of common stock.

No Incentive Option may be granted with an exercise price per share less than the fair market vatue of the commen
stock at the date of grant. The Nonqualified Options may be granted with any exercise price determined by the
administrator of the 1996 Stock Option Plan, To date, all grant prlces have equaled the market price of the
underlying stock on the date of the grant. The exp1rat|0n date of an opnon is determined by the administrator at the
time of the grant, but in no event may an option be cxercisable after the expiration of ten years from the date of
grant of the option, All optlons granted to employees to-date have been Nonqualified Options.
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The 1996 Stock Option Plan further provides that, in most instances, an option must be exercised by the optionee
within 30 days after the termination of the consulting contract between such consultant and the Company or
termination of the optionee’s employment with the Company, as the case may be, if and to the extent such option
was exercisable on the date of such termination. To date, 5,000 options have been granted to consultants.

The 2006 Plan was adopted by .the Board of Directors and api)rovéd by the sharcholders in order to grant stock
options to two members of executive management in amounts greater than the 100,000 maximum amount. of shares
which could be granted to any one person in-a year under the Company’s 1996 Stock Option Plan.” Under the 2006
Plan 107,143 options were granted, which have substantially similar terms as those options granted under the
Company’s 1996 Stock Option Plan. There are no further shares reserved for issuance under theﬂ?ﬂ()_(i Plan. ’

A sumﬁiary of the Company’s stock option activity and related information s as follows:

Years ended December. 31, .
2006 2005 ) . 2004

. Weighted Weighted . .. .Weighted -

Average Average | . Average -
Exetcise " Exercise ' . Exercise

. Options Price Options Price Options Price |

Outstanding, beginning of year 2,000° '$ 2650 -440,550 $ 1094 609,750 § 10:10 -

Granted 734,924 20.09 53,000 © 1287  -65,000 ° 10.03

Exercised - - - - (81,950) . . 5.25

Forfeited or cancelled (6,250) 2395 (491,550) 11.08 {152,250 ) 10.25

Outstanding, end of year ’ © 730,674 $ 2007 2,000 ° § 2650 440,550 'S 10.94

Exercisable end of year o 8750 § 2221 . 2,000 . $ 2650 . 312,050 $ .11.42

Weighted average fair value of options . N -

granted during the year $ 439 $ 425 $ 4.96

Other information regarding options outstanding at December 31, 2006 is as follows:

N Weighted A&crage ' _
Remaining- ! : !
. - Contractual Life in ~ Weighted Average - . .
December 31, 2006 years Exercise Price | . 3
Exercise Price . . L L
5 ' 19.00 . 484,247 . 9.03 $ 19 00 ;
19.90 - 20.76 ‘ 65,448 .. 981 2018 |
22.42 -22.95 139,046 927 22.85
23.05 - 23.40 41,933 . 9.60 23.09

730,674

There were no employee options exercisable at December 31, 2006. There were 6,250 options granted to-the
Company’s Board of Directors exercisable at December 31, 2006. The total intrinsic value of outstandmg optmns
granted at December 31, 2006 was approxlmately $480, 000

F-47




United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

Stock-Based Compensation Expense

As stated in Note 2 — Significant Accounting Policies, the Company adopted the provisions of SFAS 123(R) on
January 1, 2006. . SFAS 123(R) requires that stock-based compensation to employees be recognized as
compensation cost in the income statement based on their fair values on the measurement date, which for the
Company is the date of the grant. As a result of applying the provisions of SFAS 123(R)} during 2006, the Company
recognized stock-based compensation expense related to stock options of $575,000, or $355,000 net of tax. The net
‘cost of stock-based compensation, resulted in a $.05 decrease in both basic and diluted earnings per share during
2006.

Stock-based compen'safion expense is recognized ratably over the requisite service period for all awards.
Unrecognized stock-based compensation expense refated to stock options totaled $2.6 million at December 31,
2006. At such date, the weighted-average perlod over which this unrecogmzed expense was expected to be
recogmzed was 4.2 years. ‘ ' : : :

Cat

Valuation of Stock-Based Compenls;frtion
Pro forma information regarding net income and income per share required by SFAS 123 and SFAS 148 is included
below. The fair value for these options for 2005 and 2004 was estimated at the date of grant using a Black-Scholes
option pricing model with the following weighted-average assumptions for 2005 and 2004, respectively: risk-free
interest rate of 4.3% and 4.2%; a dividend yield of zero percent; volatility factors of the expected market price of the
Company’s commion stock of 24% and 46%; and a weighted-average expected life of the option of four years. The
Company estimated the expected market pnce volatility and expected term of the options based on historical data
‘and other factors. '

The Black Scholes opt:on valuation model is used to estimate the fair value of traded optlons which have no vestlng
restrictions and are fully transferable. Like other optlon valuation models Black-Scholes requ1res the input of
highly subjective assumptions, including the expected stock price volatility. Because the Company’s employee
stock options have characteristics significantly different from those of traded options, and because cHanges in the
subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the fair value of its employee stock options.

For the reasons discussed above, for the year ended December 31, 2006, the Company estimated the fair value of
stock options granted using a trinomial lattice-based valuation model rather than the Black-Scholes model. The
trinomial lattice-based -model takes into account certain dynamic assumptions about interest rates, expected
volatility, expected dividends, employee exercise patterns and other factors. Accordingly, management believes the
trinomial lattice-based model provides a better fair value estimate.

The Company granted options during each quarter of 2006. The weighted-average assumptidn used to determine
the fair value of options granted in the four quarters of 2006 and on average for the year ended 2006 are detailed
below:

Quarter ended Quarter ended Quarter ended Quarter enrjed Yeer ended
March 31 June 30, September 30, December 31 December 31,

Expected Volatility 27.70% 26.70% - 27.20%  26.60% - 26.70% 26.30% 26.30% - 27.70%
Expected dividend yield 0 0 0 0 0
Risk-free interest raté ~ 4.59%" = 4.99%-5.11%  4.94%-522%  4.56%-4.64%  4.56% - 5.22%
Expected term (in years) "5.37-6.46 5.09 - 7.58. 4.39-537 4.67-1.72 . 439-7.72
WA grant date Fair Value £3.83-%4.76 $3.44 -39.41 $3.92-.87.35 $3.66 - 36.31 $3.44 - $9.41
Options granted 540,047 I 97,496 41,933 55,448 734,924
Options forfeited (2,000} - (3,750) (500) (6,250}
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Expected volatility is based primarily on historical volatility (estimated using a rolling five-year weekly average) of
the closing price of the Company’s comumon stock, and other factors. In estimating the expected dividend yield, for
2006 the Company had never declared a dividend in its history. The Board of, Directors declared a $0.06 dividend
per share in February 2007, which will be considered in option valuation prospectively. The risk-free interest rate is
based on the U.S. Treasury yield curve in effect at the date of grant with term equal to the life of the option. In
estimating the fair value of stock options under the trinomial lattice-based valuation model, separate groups of
employees that have similar historical exercise behavior are considered ‘separately. The expected term of options
granted is derived using the lattice model and represents the period of time that options granted are expected to be
outstanding. The range of expected term and estimated forfeitures (employee exit rate) results from certain groups
-.of employees exhibiting different behavior. Options. forfeited impact the amount of compensation expense
recognized in the consolidated income statements. Share-based compensation expense is based on awards that are
ultimately expected to vest, accordingly, share-based compensation expense may be impacted if. actual forfeltures
differ from estimated forfeitures, ’

Employee Stock Purchase Plan

-4

In 1996, the Board of Directors adopted and the shareholders approved an Employee Stock Purchase Plan
‘(“Purchase Plan”) and authorized, as amended, 400 000 shares of common stock (“ESPP Shares”) for issuance
thereunder. The price at Wthl’l ESPP Shares are sold under the Purchase Plan is 85% of the lower of the fair market
value per share of common stock on the enrollment date or the purchase date. As of December 31, 2006 there were
189,947 ESPP Shares available for foture i issuance. The Purchase Plan was suspended for 2006 and 2005 and no
shares were offered due to unfavorable tax treatrient and. uncertainty surrounding new accounting pronouncements
and their effect on the fea51b111ty of offering the Purchase Plan for the Company. The Company has re-lmplemented
the Purchase Plan for 2007.

Proforma Earnings for 2005 and 2004 under FAS 123

Had compensation cost for the Company’s-stock-based plans been determined consistent with SFAS No. 123, the
Company’s net income and income per share would have been changed to the pro forma amounts indicated below:

Year ended December 31,
2005 2004
(Dollars in thousands, except share data)

Net income _ ‘ _
Net income as reported : '$ 1,558 5 21897
Deduct: Total stock-based employee compensation
expense determined under fair value based method .
for awards, net of related tax effects — (236)
Pro forma : $§ 1,558 - $ 21,661

Income per share: . : w

alenlon|es .

Basic, as reported . 8 022 336
Basic, pro forma - e ST 8 022 - 3.32
Diluted, as reported $ 022 3.30
Diluted, pro forma e T Ty 022 '3.27
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Stock Repurchase Plan |

The COmpany s Board of Directors has authorized the repurchase of up to 5% ‘'of the outstanding shares of the
Company’s ‘common stock, wh1ch represented 4 total of 377,829 shares. Durmg the fourth' quarter of 2006 the
Company répurchased 30{) 000 of its common shares for. approxrmate]y $5.85 million. ‘These repurchases are part
of the Company’s capttal management plan and strategy In accordance with the laws of the State of Colorado,
repurchased shares are retired. ° '

' ST L

1

21. Commltments, Contmgeneles and Related Party Transactions . - .

Sale- leaseback of Umred Western F manc:al Cemer

On September 29, 2006, the Company sold the United Western Frnanc1al Center, a hlgh rise office tower iocated in
downtown Denver, Colorado. The Company sold the building for $27.3 million and received net proceeds of $26.5
million net of commissions and costs. The Company’s basis in the building was $14.8 million, resulting in a gross
deferred economic gain of $12.1 million. In connection with the sale, the Company and United Western Bank
agreed to lease back an aggregate of approximately 62,487 square feet of office space in the building for a term of
10 years. In addition, the Company will guarantee certain third-party lease obligations on approximately 23,171
square feet of office space for 10 years (such third parties being former subsidiaries of the Company). Management
estimated and accrued an obhgatton of $840 thousand for the third party space based on_ the existing lease terms and
other factors related to those leases and the Company s guarantee. This guarantee was recorded pursuant to the
provisions of FIN45 whlch requrres proceeds from the sale of assets to be allocated between the guarantee and
proceeds from the sale thus 1mpact1ng the gain on the transactlon Changes in the guarantee will be recognized
currently in earmngs as changes in the value of the guarantee occur, After its guarantee obhgauon the Company
has a net deferred economre gain of approxrmately $11.2 m11110n Due to the requ1rements of SFAS No. 98, which
provides accountmg guldance for sale leaseback transactions, the Company will recognize the gain at a rate of
approximately $1.1 million annually, pre-tax, as a reduction in lease expense over the 10-year term of the lease.

The table below provides information regarding the new lease as follows: '

.+ Cash - Accrual - Deferred Deferred. Net Rent
Rent (1) Rent (2) Rent (3) Gain(4) -  Expense(S)
- o {Dollars in thousands) '
. . o
2007 % ., L1868 T 1,367 § 181 8 1,123 8 244
2008 1,229 . 1,367 138 1,123 - T e244
N ’]_ ' H 4
2009 1,271 1367 .96 o 1,123 244
2000 1314 1367 53 Loz, 244
2011 1,357 1,367 10 1,123 o o
Thereafier 7,022 6,496 o0 . o532 T 1164
Total S 13,3791 s 13,331. $§ - (48 § 10,947  § 2,384

'

(l) The cash rent reflects the future minimum lease payments required to be paid under the terms of the lease
(2) GAAP requires when a lease: has an escalation- clause the rent must be accrued on a straight line bas1s over
+ ' the lease term or expected life of the lease. S 5

-
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(3) The deferred rent represents the difference between columns (1) and (2). Deferred rent accumulates in the
. first half of the lease and then reverses over the later part of the lease.
(4). The deferred gain represents the recognmon of the $11.2 million economic gain over the life of the lease.
(5) The prospective effect of the reduction in the Company's net rent expense from realization of the annual
"deferred gain amortization will be substantially offset by the rental income that was previously eamed by
Matrix Tower Holdings, LLC. E

Leases -

The Company leases other office space and certain equipment under noncancelable operating leases. Annual
amounts due under the office and equipment leases as of December 31, 2006 are approximately as follows:

oLt woe o

SR S R T .-+ - (Dollars in thousands)

000 . - L $ 582
2008 . T . 5]
2009 _ ) 544
2010 : , o 546
2011 ' _ 424
Thefeéﬁer - . o ' ' 973

$ 3,632

Total rent expense aggregated approximately $978,000, $736,000 and $1,134,000 for the years ended December 31,
2006, 2005 and 2004, respectively, and is recorded in occupancy and equipment expense.

Total rental income: for the years-ended December 31,-2006, 2005 and 2004 aégregated approx-imately $2,105,000,
$2,150,000 and $2,050,000, respectively,

+

Off-Balance Sheet Risk and Concentration of Commitments

. . f
A summary of the contractual amount of significant commitments follows:

December 31,
~+ 2006 2005
" : A (Dollars in thousands)

_Commitments to extend credit: . ) . .
Loans secured by mortgages ’ $ 74450 0§ 49,732

_ Construction loans - 122,526 48,860
Commercial lines of credit 14,627 854
Commercial loans _ - 28,641 " 1,569
Consumer loans 246 278

Standby letters of credit - 791 429

Commitments to purchase USDA and SBA loans ' - 39,660

The Company is party to various financial instruments with off-balance sheet risk in the normal course of business
to meet the financing needs of its customers. . These financial instruments include undisbursed commercial mortgage
construction loans, commermal lines of credit, credit card lines of credit and stand-by letters of credit. These
financial instruments involve, to varying degrees, elements of credit risk in excess of the amounts recognized in the
consolidated financial statements, :
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The Company’s exposure to credit loss, in the event of nonperformance by the other party, to off-balance sheet
financial instruments with credit risk is represented by the contractual amounts of those instruments. The Company
uses the same credit policies in making commitments and conditional obligations as it does for on balance sheet
instruments with credit risk.

Commitments to extend credit are agreements to lend to, or provide a credit guarantee for, a customer as long as .
there is no violation of any condition established in the contract. Such instruments generally have fixed expiration |
dates or other termination clauses and may require the payment of a fee. Because many of these instruments are |
expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future
cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case basis, and the
amount of collateral or other security obtained is based on management’s credit evaluation of the customer.

Standby letters of credit are conditional commitments issued to guarantee the performance of a customer to a third
party. Standby letters of credit generally are contingent upon the failure of the customer to perform according to the
terms of the underlying contract with the third party.

United Western Bank enters into commitments for the purchase or sale of primarily variable rate, single family
mortgage loans, USDA and SBA loans, which have a government guarantce as to principal, and SBA pooled
securities. These contracts are also considered derivative instruments under SFAS 133 and the fair value of these
contracts are recorded on the consolidated balance sheets as either derivative assets or habilities and included in
other assets or other liabilities.

At December 31, 2006, United Western Bank has entered into a purchase agreement to purchase approximately
1.4 acres in Centennial, Colorado, just south of the Denver Tech Center. The $1.2 million purchase is subject to the
seller successfully obtaining developmental approvals from the City of Centennial, anticipated to occur in the
second quarter, 2007.

Risk Management Activities for MSRs

Ownership of MSRs exposes the Company to impairment of the value of MSRs in certain interest rate
environments. The incidence of prepayment of a mortgage loan generally increases during periods of declining
interest rates as the homeowner seeks to refinance the loan to a lower interest rate. If the level of prepayment on
segments of the Company’s mortgage servicing portfolio achieves a level higher than projected by the Company for
an extended period of time, then impairment in the associated basis in the MSRs may'occur.

Contingencies - Liabilities and Guarantees

In the period between 2000 and 2003, Matrix Financial originated and sold approximately $8.9 billion of residential
mortgage loans. United Western Bank continues to be involved in the purchase and subsequent sale of residential
mortgage loans. These loans were and are sold to investors in the normal course of business. These agreements
usually require certain representations and warranties concerning credit information, loan documentation, collateral,
and insurability. On occasion, investors have requested United Western Bank or Matrix Financial to repurchase
loans or to indemnify them against losses on certain loans which the investors believe do not comply with
applicable representations. Upon completion of its own investigation regarding the investor claims, United Western
Bank and Matrix Financial generally repurchase or provide indemnification on certain loans, as appropriate, -
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The Company maintains a liability . for estimated losses on loans expected to be repurchased or on which
indemnification is expected to be provided and regularly evaluates the adequacy of this repurchase liabitity based on
trends in repurchase and indemnification requests, actual loss experience, and other relevant factors including
economic conditions. Total loans repurchased during the years ended December 31, 2006, 2005 and 2004 were
$1,185,000, $2,019,000, and $14,337,000, respectively. Loans indemnified. that remain outstanding at
December 31, 2006 totaled $10,154,000, of which $3,995,000 are guaranteed as to principal by FHA. Losses
charged against the liability for estimated losses on repurchase and indemnification were $342,000, $2,140,000, and
33,660,000 for 2006, 2005 and 2004, respectively. At December 31, 2006 and 2005, the liability for estimated
losses on repurchase and indemnification was $2,093,000, $2,365,000, respectlvely, and was included in other
llabJImes on the consolidated balance sheets. '

Contingencies — Legal

The Company and its subsidiaries are from time to time party to various litigation matters, in most cases involving
ordinary and routine claims incidental to its business. The Company accrues liabilities when it is probable that the
future costs will be incurred -and such costs can be reasonably estimated. . Such accruals are based. upon
developments to date, the Company’s estimates of the outcome of these matters and its experience in contesting,
litigating and settling other matters. Because the outcome of most litigation matters is inherently uncertain, the
Company will generally only accrue a loss for a pending litigation matter if, for example, the parties to the matter
have entered into definitive settlement agreements or a final judgment adverse to the Company has been entered.
Based on ¢valuation of the Company’s litigation matters and discussions with internal and external legal counsel,
management bélieves than an adverse outcome on one or more of the matters set forth below, against which no
accrual for loss has.been made at December 31, 2006 unless otherwise: noted, is reasonably possible but not
probable, and that the cutcome with respect to one or more of these maiters, if adverse, is reasonably likely to have
a material adverse impact on the consolidated financial position, results of operations or cash flows of the Company.

United Western Bancorp." United Western Bancorp, The Vintage Group, Inc., Vintage Delaware Ho!ding-s, Inc.,
United Western Bank, and Guy A. Gibson, currently Chairman of the Board and: formerly President and CEO of
‘United Western Bancorp, Richard V. Schmitz, formerly the Co-Chief Executive Officer and Chairman of the Board
of United Western Bancorp, and D. Mark Spencer, formerly the President, Co-Chief Executive Officer and a
director of United Western Bancorp, were named defendants in an action filed in November 2000 styled Roderick
Adderley; et al. v. Guy A. Gibson, et al. pending in the District Court of Tarrant County, Texas (“Adderley 1I™),
seeking to impose joint -and several liability on these defendants for the former judgment against Sterling in
Roderick Adderley, et al. v. Advance Financial Services, Inc., et al. {“Adderley I'’). This case has settled and is now
closed. See “Sterling” below:

United Western Bancorp, United Western Bank, The Vintage Group, Inc. and Vintage Delaware Holdings, Inc.
have also been named as defendants in the Munoz matter described below. See “Sterling.” .

United Western Bank. A former customer of United Western Bank is a debtor in a Chapter 11 proceeding under
the Bankruptcy Code styled in re Apponiine.com, Inc. and Island Morigage Network, Inc. pending in the United
States Bankruptcy Court for the Eastern District of New York. Prior to the bankruptcy filing, United Western Bank
had provided the customer, Island Mortgage Network, Inc., with a purchase/repurchase facility under Whl(.‘.l’l United
Western . Bank purchased residential mortgage loans, with Island Mortgage having the right or obligation to
- repurchase such mortgage loans within a specified period of time. United Western Bank initiated an-adversary

F-53




United Western Bancorp, Inec. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

claim in the Bankruptcy Court against the State Bank of Long Istand (“State Bank™) secking to recover losses
sustained by United Western Bank as a result of the fraud perpetrated by Island Mortgage. State Bank, among other
things, was the depository bank for Island Mortgage. In the fourth quarter of 2005, United Western Bank agreed to
settle its claims against State Bank in return for payment by State Bank to United Western Bank of $475,000, and
this adversary proceeding is now closed with respect to United Western Bank.

Sterling. Sterling was named a defendant in an action filed July 1999 styled Roderick Adderley, et al. v. Advanced
Financial Services, Inc., et al. that was tried in Tarrant County, Texas district court in the spring of 2000. As
previously disclosed, on December 22, 2005, Sterling entered into a Final Compromise Settlement Agreement and
Release in connection with Adderley 1. Under the settlement agreement, Sterling paid an aggregate of $3,150,000 to
the plaintiffs in final settlement of all of the plaintiffs claims against all of the defendants in the Adderley I action
and the related action described below, including a full release from cach plaintiff in favor of cach defendant in both
actions. A related action, Adderley 11, that had been abated by agreement of the parties pending final outcome of the
Adderley 1 case, was also dismissed pursuant to the settlement agreement. The Agreemecnt was also made for the
benefit of United Western Bancorp, Inc. and United Western Bank, each of which is a signatory to the Agreement
and each of which had been named a defendant in the related action. Although not signatorics to the Agreement, the
Agreement was also made for the benefit of The Vintage Group, Inc. and Vintage Delaware Holdings, Inc., two
subsidiaries named as defendants in the related action; and Guy A. Gibson, current Chairman of the Board of United
Western Bancorp and former President and CEO of United Western Bancorp, D. Mark Spencer, forther President,
Co-CEO and director of United Western Bancorp, and Richard V. Schmitz, former President, Co-CEO and director
of United Western Bancorp, individuals named as defendants in the related action.

Sterling was named .a defendant in several putative class action lawsuits instituted in November 2000 by one law
firm in Pennsylvania. The styles of such lawsuits are as follows: Douglas Wheeler, et al. v. Pacific Air Transport,
et al.; Paul C. Jared, et al. v. South Mountain Resort and Spa, Inc., et al.; Lawrence Rehrig, et al. v. Caffe Diva, et
al.: Merrill B. Christman, et al. v. Millennium 2100, Inc., et al.; David M. Veneziale, et al. v. Sun Broadcasting
Systems, Inc., et al.; and Don Glazer, et al. v. Technical Support Servs., Inc., et al. All of such lawsuits were
originally filed in the United States District Court for the Western District of Pennsylvania. On April 26, 2001, the
District Court for the Western District of Pennsylvania ordered that all of such cases be transferred to the United
States District Court for the Western District of Texas so that Sterling could properly present its motion to compel
arbitration. Sterling filed separate motions to compel arbitration in these actions, all of which were granted. Each
of the six plaintiffs timely filed arbitration demands with the American Arbitration Association. The demands seek
damages and allege Sterling. breached fiduciary duties and was negligent in administrating each claimant’s self-
dirccted individual retirement account holding a nine-month promissory note. Each of these arbitration actions has
been abated pending the outcome of the Munoz matter described below. Sterling believes it has meritorious
defenses and is defending the matters vigorously. The ultimate legal and financial liability of the Company, if any,
in this matter cannot be estimated with certainty at this time.

Sterling, United Western Bancorp, United Western Bank, The Vintage Group, Inc. and Vintage Delaware Holdings,
Inc. have been named a defendant in an action filed in December 2001 styled Heraclio A. Munoz, et al. v. Sterling
Trust Company, et. al. that is pending in Superior Court of the State of California. The complaint seeks class action
status, requests unspecified damages and alleges negligent misrepresentation, breach of fiduciary duty and breach of
written contract on the part of Sterling. In the fourth quarter of 2005, Sterling was granted summary judgment as to
all claims against it by the plaintiffs, The order granting summary judgment in favor of Sterling was formally
entered by the court in April 2006. The plaintiffs filed a notice of appeal with the court in September 2006. The
plaintiffs’ appeal brief is scheduled to be filed with the appellate court on March 27, 2007,  In the event such
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decision in favor of Sterling were overturned by the appellate courts, the Company continues to believe it has
meritorious defenses and will continue to defend the matter vigorously. The ultimate legal and financial liability of
the Company, if any, in this matter cannot be e¢stimated with certainty at this time. '

Related Party Transactions-

Associated with the private placement and tender offer discussed in Note 1, the Company paid a total of $1,859,000
to G2 Holding Corp. for recruitment fees and expense reimbursements, which were directly charged against the
proceeds raised from the private placement and tender offer. Guy A. Gibson, Chairman of the Company, is the
Chairman of G2 Heolding Corp., and Michael J. McCloskey, Chief Operating Officer of the Company, was the
Executive Vice President of G2 Holding Corp prior to accepting his position with the Company. "In addition,
associated with the private placement, the Company paid a $300,000 financial advisory services fee to Milestone
Advisors, LLC, an affiliate of Milestone Merchant Partners, LLC. Michael J. McCloskey is a managing director of
Milestone Merchant Partners, LLC.

In June of 2002, the Cdmpany accepted the resignation of Guy A. Gibson as the President and Chief Executive
Officer of the Company, until Mr. Gibson returned to the Company as Chairman of the Board as noted above.
Mr. Gibson served on the Board of Directors of the Company and provided certain consulting services for the
Company from June 2002 until June of 2004. Under the terms of a Consulting Agreement entered into with
Mr. Gibson, the Company paid Mr. Gibson $250,000 in 2004 for his consulting services. The expense is recorded
in compensation and employee benefits expense in the consolidated statements of income.

On Séptember 29, 2006, the Company entered into a co-location license agreement (the “Agreement”) with Legent
Clearing, LLC (“LC™) to share office space with LC located in Thornton, Colorado, The company will use the
office as a business continuity site. The Agreement provides, among other things, for an initia} term of seven
months at $3,000 per month, and a month-to-month basis thereafter at the same rate. On the same date, United
Western Bank extended a $5 million tine of credit (the “Loan”) to Legent Group, LLC (“LG”). LC is a wholly
owned subsidiary of LG. Because Guy Gibson, the Company’s Chairman of the Board and largest shareholder,
founded LC in 2001, is currently a 7% shareholder of LG and serves on LG’s Board of Directors, the Company’s
Audit Committee (which is responsible for reviewing and approving all related party transactions) reviewed both
the Agreement and the Loan. The Audit Committee determined that the monthly payments to LC pursuant to the
Agreement were at market rates for the space to be used and, accordingly, that the terms of the Agreement are as
fair as would have been obtained from an unaffiliated third party. The Audit Committee also determined that the
Loan was fair and equitable and in the best interest of the Company. Based on these determinations, the Committee
approved both transactions and waived any potential violations of the provisions of the Company’s Business
Conductand Ethics.

22. Defined Contribution Plan

The Company has a 401(k) defined contribution plah' (“Plan™) covering all employees who have elected to
participate in the Plan. Each participant may make pretax contributions to the Plan up to the lesser of the amount
allowed by the Internal Revenue Code or 100% of such participant’s carnings. The Company makes a matching
contribution of 50% of the first 6% of the participant’s total contribution. Matching contributions made by the
Company vest ever five years. The Company contributed approximately $366,000, $427,000 and $507,000 during
the years ended December 31, 2006, 2005 and 2004, respectively, which and was recorded in compensation and
employee benefits expense in the consolidated statements of income.
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23. Fair Value of Financial Instruments

Fair value estimates are made as of December 31, for the periods presented below, are based on the characteristics
of the financial instruments and relevant market information, Where available, quoted market prices are used. In
other cases, fair values are based on estimates using discounted cash flow models or other valuation techniques.
These techniques are significantly affected by the assumptions used, including discount rates, estimates of future
cash flows, and spreads to other financial instruments (i.e. treasury securities). As such, the derived fair value
estimates may not be realizable in an immediate sale of the instruments. The carrying amounts and estimated fair
value of financial instruments are as follows:

*

December 31, ' .

2006 : 2005
Estimated Estimated
Carrying Fair Carrying Fair

Amount Value Amount Value
(Dollars in thousands) '

Financial assets: .
Cash and cash equivalents $§ 23,754 § 23,754 § 34232 § 34,232

Investment securities — available for sale 142,146 142,146 14,462 14,462
Investment securities — held to maturity 696,833 691,419 421,010 416,919
Investment securities — trading - . - 104,722 104,722
Loans held for sale, net 444,120 447,680 927,442 928,255
Loans held for investment, net 711,601 713,512 425,943 425,561
FHLBank stock 42,764 42,764 34,002 34,002
Derivative assets . - - 198 198 .
Financial liabilities: ' ‘
Deposits : $ 1,345681 $1,345,298 § 1,124,044 $1,123,190
Custodial escrow balances K - 40,017 40,017 49 385 49,385
FHLBank borrowings : ! 519,431 518277 . 615,028 603,389
Borrowed money and junior subordinated debentures + 116,216 85,701 - 90,953 62,650

Derivative liabilities . . - - - -

The following methods and- assumptions were used by the Company in estimating the fair value of the financial
instruments:

The carrying amounts reported in the consolidated balance sheets for cash and cash equivalents, FHLBank stock,
custodial escrow balances and certain components of borrowed money approximate those assets’ and liabilities’ fair
values based on the short-term nature of the asset or liability.

The fair values of loans are based on quoted market prices where available or outstanding commitments from
reputable investors. If quoted market prices are not available, fair values are based on quoted market prices of
similar loans sold in securitization transactions, adjusted for differences in loan characteristics.

The fair values of investment securities are based primarily upon quoted market prices.

The value of derivative financial instruments are based on changes in fair values of the underlying commitments
and contracts to which they relate as determined by available market prices.
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maturities on time deposits.

T

24, Parent Company Condensed Financial Information

+

"The fair value disclosed for demand deposits (e.g., interest and noninterest checking, savings and money market
accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., their carrying
amounts). Fair values for fixed-rate certificates of deposit are estimated using a discounted cash flow calculation
that applies interest rates currently being offered on certificates to a schedule of aggregated expected periodic

The fair value disclosed for FHLBank borrowings and borrowed money and junior subordinated debentures is
estimated using a discounted cash flow calculation that applies interest rates currently being offered on FHLBank
borrowings and borrowed money and junior subordinated debentures.

Condensed financial information of United Western Bancorp, Inc. (“Parent™} is as follows:

December 31,

2006

2005

Condensed Balance Sheets

(Dollars in thousands)

Assets: . .
Cash $ 15,669 $. 93,827
Other receivables 70 127
" Premises and equipment, net 362 425
Other assets” , 4,009 4,536
Investment in and advances to subsidiaries 158,732 160,450 .
Total assets o T $ 179,842 $ 259365
Liabilities and shareholders’ equity:
" Borrowed money and junior subordinated debentures owed ~ d N
*” to unéonsolidated subsidiary trusts $ 66216 $° 74,589
Other liabilities o 5,873 4,048
Total lié"bil'ities 72,089 78,637
Shareholders’ equity: ' h
Commor} stock 1 . 1
Additional paid-in capital 23,791 108,395
Retained earnings 83,795 72,314
Accumulated other comprehensive income 166 18
Total shareholders” equity 107,753 180,728
Total hiabilities and shareholders’ equity . $ 179,842 $ 259365
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United Western Bancorp; Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)
(a) The Parent’s debt is set forth in a table following the condensed statements of cash flows. See Note 15
and Note 16 for additional information regarding debt. :

Years ended December 31, .

2006 2005 2004

Condensed Statements of Income (Dollars in thousands)
Income (loss): -

Interest income $ 124§ 232§ 41

Other (122) (250) (515)
Total income (loss) 2 (18) (474)
Expenses: . ) ; o

Compensation and employee benefits ' 4;730 11,372 4,255

Occupancy and equipment 667 599 606

Interest on borrowed money 6,244 6,151 7,526

Professional fees ' 485 44} 367

Other general and administrative (161) (537) (314)
Total expenses 11,965 18,026 ' 12,440
Loss before income taxes and equity

income of subsidiaries (11,963) (18,044) (12,914)
Income taxes (b) — = -
Loss before equity income of subsidiaries (11,963) (18,044) (12,914)
Equity income of subsidiaries 23,619 19,602 " 34,811
Net income ‘ . $ 11656 § 1,558 $ 21,897

(b) The Company’s tax sharing agreement with its subsidiaries pro;;ides that the subsidiaries will pay the
Parent an amount equal to its individual current income tax provision calculated on the basis of the
subsidiary filing a separate return. In the event a subsidiary incurs a net operating loss in future periods, the

_ subsidiary will be paid an amount equal to the current income tax refund the subsidiary would be due as a
result of carry-back of such loss, calculated on the basis of the subsidiary filing a separate return.

Years ended December 31,

2006 2005 2004
Condensed Statements of Cash Flows {Dollars in thousands)
Operating activities: -
Net income $ 11,656 3 1,558 $ 21,897
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Equity income of subsidiaries (23,620) (19,602) (34,811)
Dividends from subsidiaries 21,610 2,066 14,249
Share based compensation expense 575 - -
Loss on disposal of assets 30 - -
Depreciation and amortization 689 770 432
Unrealized gain (loss) on securities available ) S .
for sale 148 (108) . (83)
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United Western Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (continued)

Years-ended December 31,

. 2006 2005 2004
Condensed Statements of Cash Flows .« {Dollars in thousands)
Changes in assets and liabilities: -
Increase (decrease) in other liabilities 1,825 (959) 2,622
Decrease (increase) in other receivables i ) .
and other assets ' 176 .. (88%) . . .. 1426
Net cash provided by (used in) by operating © 13,089 (17,160 - 5732
activities ' S
Investing act1v1tlcs : » ) o .
Purchases of premiscs and equlpment‘ (248) ey (299
Return of investment in and advances to . _ ) -
subsidiaries, net _ 3,728 13,859 ' 8,802
Net cash provided by investing activities - 3,480 . 13,666 8,503

Financing activities: :
Repayments of notes payable and revolving line : '
of credit L (3,217 (13,011 . (11,330)

Proceeds from notes payable and revolving line of
credit - 12,000 9,760
Repayments from capital securities of subsndlary : ‘
trusts, net : : (5,156) (695) (4,550)
Proceeds from issuance of common stock, net - 86,963 817
Repurchase of common stock ' (85,354) - -
Net cash (used in) provided by financing actlvmes (93,727) - 85,197 ~ (5,303)"
(Decreasc) increase in cash ! (77,158) 81,703 8,932
Cash at beginning of year o - 93,827 12,124 3,192
Cash at end of year ' $ 16,669 $ 93,827 $ 12,124

Parent Company Debt is set forth below:
December 31,

2006 2005
. (Dollars in thousands)
Subordinated debt ) o A 10,000 b3 10,000
Bank stock loan : ~ ‘ 3,217
Total term notes : 10,000, 13,217
Junior subordinated debentures owed to unconsolidated subsidiary trusts 56,216 61,372
Total debt 3 66216 $ 74,589

As of December 31, 2006, the maturities of debt are as follows:

, (Dollars in thousands)
2007 ' $ , -
2008 ! -
2009 T : s
2010 ' -
2011 -
Thereafter . : 66,216
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United Western ‘Bancorp, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

25. Quarterly Financial Data (Unaudited)

Fourth Third Second First
Quarter Quarter Quarter - Quarter
{Dollars in thousands, except share data) -

2006 ’ :
Operations:
Net interest income before provision .

for credit losses $ 1509 § 13,504 - % 13,449 § 13,469
Provision for credit losses 82 232 1,071 957
Noninterest income 7,149 7,216 5,373 9,277
Noninterest expense 17,346 17,494 17,649 16,195
Income from continuing operations :

before income taxes 4,817 2,994 102 5,594
Income tax provision (benefit) 1,072 906 (102) 1,715
Income from continuing operations 3,745 2,088 - 204 3,879
Discontinued operations:
Income from discontinued operations,

net of income taxes — - 103 1,638
Net income $ 3,745 $ 2,088 3 307 $ 5,517
Net income per share data:
Basic $ 050 3 0.28 $ 0.04 $ 0.64
Diluted _ $ 050 S 027 $ 004 § 0.64
Balance Sheet: ; : ‘
Total assets $ 2,156,548 § 2,203,665 $ 2,156,120 $2,145,863
Total loans, net 1,155,721 1,144,809 1,169,655 1,298,790
Shareholders’ equity 107,753 109,654 107,190 106,986
2005
Operations:
Net interest income before provision

for credit losses $ 1,776 § 11,038 $ 10,868 § 10,948
Provision for credit losses : 380 50 302 758
Noninterest income 6,078 6,540 6,978 8,671
Noninterest expense 28,897 14,536 15,247 15,004
{Loss) income from continuing -

operations before income taxes (11,423) 2,992 2,297 3,857
Income tax (benefit) provision (5,220) 763 703 1,343
Income from continuing operations (6,203) 2,229 1,594 2,514
Discontinued operations: .
Income from discontinued operations,

net of income taxes . 196 706 116 406
Net (loss) income $ 6,007y 3 2935 § 1,710 § 2,920
Net income per share data:
Basic $§ (076 § (.44 3 0.26 ) 0.44
Diluted 3 (0.76) § 0.44 3 0.26 3 0.44
Balance Sheet:
Total assets - $2,079388 $ 2,027,955 $ 1974978 $1,865,243
Total loans, net 1,353,385 1,370,296 1,422,619 1,344,963
Shareholders’ equity 180,728 99,760 97,192 94,597
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United Western Bancorp, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

26. Segments of the Company and Related Information

The Company has four reportable segments under SFAS No 131, “Disclosures About Segments of an Enterprisc
and Related Information™ a community banking subsidiary, a mortgage banking subsidiary, a broker dealer
subsidiary and a custodial and administrative services subsidiary. The community banking subsidiary provides
lending and deposit services to its customers. The mortgage banking subsidiary owns residential MSRs and services
the mortgage loans underlying those MSRs. The broker dealer engages in brokerage services for fixed income
securities activities, and SBA loans and securities. The custodial and administrative services subsidiary provides
services for only self-directed IRA, pension, profit sharing accounts and escrow arrangements. The remaining
subsidiaries are included in the “all other” category for purposes of Statement No. 131 disclosures and consist
primarily of the Parent company operations. The gains realized in the years ended December 31, 2006 and
December 31, 2004 on the sale of substantially all of the assets of Matrix Asset Management Corporation, as
discussed in Note 5, and the gain realized in the year ended December 31, 2004 on the sale of the Company’s
interest in MSCS as discussed in Note 7, are included in noninterest income in the “all other” category for the
respective periods.

The Company evaluates performance and allocates resources based on operating profit or loss before income taxes.
Accordingly, the information presented in this table is from continuing operations, which excludes the financial
results of Matrix Bancorp Trading, Inc, as discussed in Note 3, and excludes the financial results of ABS School
Services, LLC, as discussed in Note 4. The accounting policies of the reportable segments are the same as those
described in the summary of significant accounting policies. Transactions between affiliates, the resulting revenues
of which are shown in the intersegment revenue category, are conducted at market prices (i.e., prices that would be
paid if the companies were not affiliates).

For the years ended December 31:
. Custodial and

Community Mortgage - Advisory .
Banking Banking Broker Dealer Services All Others Total
(Dollars in thousands)
2006
Revenues from external : o
customers:

Interest income $ 113429 § 1,267 3 43 3% - % <561 § 115300

Noninterest income 4,224 8,742 417 6,842 8,790 29,015
Intersegment revenues : 704 - 1,943 211 1,587 ) 387 - 4,832
Interest expense 53,485 53 - - 6,245 59,783
Depreciation/amortization - 582 5701, . 8 257 1,367 7,915 - .

. ' ©d
Segment income (loss) from

continuing operations :
-before income taxes . 20,734 (718) (336) 373 (6,547) 13,506 ¢

Segment assets (a) 2,192,349 49,813 865 4,765 163,616 2,411,408
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United Western Bancorp, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

Custodial and

Community Mortgage Broker Dealer  Advisory
Banking Banking Services All Others Total *
{Dollars in thousands)
2005 ‘ '
Revenues from external
customers: . .
Interest income $ B408 § 1,238 3 29 § - 3 1,745 $ B7,096
Noninterest income 6,756 9,841 1,313 6,147 4210 28,267
Intersegment revenues 1,395 1,773 510 1,451 (208) 4,921
Interest expense . 36,187 25 - - 6,254 42 466
Depreciation/amortization 583 7,695 14 239 1,679 10,210
Sepment income (loss) - '
from continuing
operations before 7
income taxes 20,082 (5,017) 62 '(2,690) (14,713) (2,276)
Segment assets (a) 2,066,720 50,344 1,584 3,994 298,406 2,421,048
2004 |
Revenues from external
customers:
Interest income % 66433 § 3479 S 127 $ 3) $ 537 % 70,573
Noninterest income 7,_639 28,915 3,000 5,393 33,605 78,5§2
Intersegment revenues ' 2,510 1,038 952 1,241 649 6,390
Interest expense 23,105 2,567 - - 5,099 30,771
Depreciation/amortization  * 677 16,449 39 205 2,150 19,520
Segment income (loss) '
from continuing
operations before N ' ,
income taxes 33,381 (15,925) 83 (89) 13,370 30,820
Segment assets (a) 1,850,868 73,610 1,595 3,396 218,639 2,148,108
(a) See reconciliation to total consolidated assets in the following table.
2006 2005 2004
(Dollars in thousands)
Revenues for year ended December 31: : .
Interest income for reportable segments b 114,739 § 85,351 § 70,036
Noninterest income for reportable segments 20,225 24,057 44,947
Intersegment revenues for reportable segments 4,445 5,129 5,741
Other revenues 9,738 5,747 34,791
Elimination of intersegment revenues (4,832) (4,921) (6,390)
Total consolidated revenues $ 144315 3§ 115363 § 149,125

F-62




United WesternBancorp; Inc. and Subsidiaries
Notes to Consolidated Financial Statements.(continued)

2006 2005 2004
(Dollars in thousands)

Income (loss) for year ended December 31: e .
Total income for reportable segments $ 20,053 % 12437 % 17,450

Other (loss) income (201) (14,395) 15,380 .
Elimination of intersegment (loss) (6,346) (318) (2,010)

Income (loss) before income taxes ' 13,506 % (2,276) §$ 30,820

Assets as of December 31:

Total assets for reportable segments $ 2247792 § 2,122642 § l,929,469’
Other assets ¢ 163,616 298,406 218,639
Elimination of intersegment receivables - (22,524) (232,535) . (236,040).
Other intersegment eliminations (232,336) (109,125) (23,208)
Total consolidated assets ‘ $ 2,156,548 $ 2,079,388 S 1,888,860
Other Significant Items for the year ended

December 31:
Depreciation/ameortization expense:

Segment totals $ 6,548 % 8,531 3 17,370

Other and intersegment adjustments . 1,367 1,679 2,150
Consolidated totals $ 7915 § 10,210 8§ 19,520
Interest expense:

Segment totals 3 53,538 § 36,212 § 25,672

Other and intersegment adjustments 6,245 - 6,254 5,099
Consolidated totals 5 59,783 § 42466 § 30,771

26. Subsequent Event

On February 20, 2007, the Company’s Board of Directors declared a dividend of $0.06 per share to record holders
of the Company’s common stock on March 5, 2007. The Com'pany had not paid any dividends on its equity before
that dividend, which was paid on March 14, 2007. . 5.
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